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IFURTHIEIR INVESTMENT IN ANGIOBLAST

TO COMPLETE A PHASE IIX
CARDIOVASCULAR TRIAL

Key points:

* The Independent Directors of Mesoblast recommend a further investment

of $8.5 millien in Angioblast Systems Inc to complete a Phase 11 clinical
trial using the proprietary adult stem cell technology for an agreed
cardiovascular indication

A joint AGM and EGM to be held 23 November 2006 to, amongst other

matters, review Mesoblast operations, approve financial statements for the
year ended 30 June 2006 and to seek approval for a further investment in
Angioblast

Funds associated with the proposed further investment in Angloblast will
be paid by Mesoblast in tranches to achieve critical Phase II clinical trial
milestones

The further investment will provide Mesoblast with a total shareholding in
Angiablast of approximately 39.2% on a fully diluted basis

Shareholder rights associated with the proposed further investment

include substantial provisions to protect Mesoblast’s investment including
anti-difution and the appointment of a second Director to the Angicblast
Board

Combined with the proposed investment is a 15-month option for

Mesoblast to acquire a further $5 million In Angiobiast preferred stock on
substantially sim#ar terms and pricing.

Importantly, the investment will enable both Mesoblast and Angioblast to focis =3
on delivering significant shareholder value through completion of Phase I clin'ical(:,
trials. Equally, the investment is intended to provide both companies with a- = <}
position of strength in any potential discussions with large, third party, medlcal

—
device and pharmaceutical companies. Ll ':-,:
Melbourne, Australia; 21 September 2006: The Independent Directors of Mesoblast RS
Limited (ASX:MSB) today announced that the company, subject to shareholder approval, had —
entered Into a stock purchase agreement with its sister company, Angioblast Systems Incin~ ;'J
the United States, to acquire additional preference shares to a value of $8.5 million '

This new investment will bring Mesoblast’s total holdings in Angioblast to approximately 39 2%
of total shares issuad on a fuliy diluted basis.

Since listing In December 2004, Mesoblast together with Angloblast, have worked closely In
developing preclinical and clinical data for the submission of an Investigational New Drug (IND)
application to the Food and Drug Administration (FDA) in the United States. Clearly the

partnership between the two companies has worked well, as important milestones have been
accomplished several months ahead of schedule.
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Mast recently, updated results fram this collaboration in the cardlovascular field were provided
to the market and underlined the significant progress that has been made to date. As
announced by Mesoblast, the first patients in the ongoing Cardiac Pllot Trial treated with the
proprietary adult stem cells have shown substantial and sustained improvement in their heart
function, while recently completed targe animal studies showed up to a mean of 50%
improvement In heart function for animals treated with the company's frozen, pre-cultured
stem cells when compared with untreated animals.

Both companies have disclosed that they have entered into collaborative agreements with
large, global medical companies. These collaborations have proven to be valuable to both
companies and lay a foundation for ongoing discussion and collaboration to devetop further
our adult stem cell technology through to commercialisation.

The proposed further investment by Mesoblast in Angioblast will enable both companies to
continue their focus on delivering clinical trial results and shareholder value, whilst enabling a
further strengthening of our relationships.

Mesoblast Directors, independent of any materiai interest in Angioblast, have negotiated a
performance oriented stock purchase agreement. Further details of the agreement are to be
provided to shareholders in due course for Mesoblast shareholder approval.

In summary, the terms include:

» A schedule of periodic paymeants aimed at the completion of an agreed Phase II clinical
trial in the United States for a cardiovascular indication

* Various protective clauses including terms assoclated with the non-dilution of Mesoblast
interests

+ The appointment of a further Mesoblast Board member to the Angioblast Board of
Directors

» Various shareholder rights which prevent or restrict Angioblast from dealing with the
underlying adult stem cell technology.

Included in the proposed investment terms is the granting of a free option to Mesoblast to
acquire an additionai $5 million in preference shares over a 15-month period under
substantially those terms agreed to as part of the proposed transaction. It is anticipated that
further funding will be sourced shoutld Mesablast decide to exercise its option.

It should be noted that the propnsed transaction is deemed a related party transaction and
requires shareholder approval. Accordingly your Board declares that an Extraordinary General
Meeting of shareholders will be held on 23 November 2006 to consider and, if appropriate,
approve the propoesed transaction. On the same date the Directors wilt convene an Annual
General Meeting of shareholders to review the company’s operations for the financial year
ended 30 June 2006 and to amongst other matters approve the company’s annual financial
report.
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About Mesoblast

Mesoblast Limited aims to hring its unique low-cost, high margin cell therapy products to
glohal markets for the regeneration and repair of bone and cartilage. Mesoblast's proprietary
technology relates to the identification, extraction and culture of potent aduit Mesenchymal
Precursor Cells (MPCs).

For further information, please contact:

Julie Meldrum

Corporate Communications Director
Mesoblast Limited

T: + 61 (03) 9639 6036

E: julie.meldrum@mesoblast.com

www, mesoblast.com
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HEART FUNCTION IMPROVES IN STEM CELL
TRIALS

Key points

e Patients treated with aduit stem cells show substantial and sustained
improvement in heart function

+ Recently completed large animal studies show a mean of 50% greater
heart function for animals treated with our stem cells compared with
untreated animals

« Clinical and preclinical trial data for FDA submission in 4™ quarter 2006.

Melbourne, Australia; 19 September 2006: Mesoblast Limited {ASX:MSB)
today announced poslitive clinical and preclinical trial data assoclated with Its
adult stemn cell technology in the treatment of heart disease.

"Interim results from our heart disease clinical trial at the John Hunter Hospital
have shown that heart function has improved in each of the patients treated so
far,” Mesoblast Founder and Chief Scientific Adviser, Professor Silviu Itescu, sald.

-
.

"Importantly, our clinical trial experience has been further supparted by results e
from a number of large animal studies we have just completed using allogenelc <2 il
stem cells, ar cells obtained from unrelated donors, to improve heart functlon A -
after a heart attack. T
. o -
“In these studies, heart function in stem cell treated animals was mgmﬁcanily — o

superior to control groups that did not receive stem cells, confirming the safety - r:g
and effectiveness of our frozen, pre-cultured ailogeneic stem cells,” Professor - =
Itescu said. o

[

—

Clinical Trial Using Patients' Own Cells Shows Improvement In Heart -
Function

US-based sister company Angioblast Systems Inc, in conjunction with Mesoblast,

are conducting a Pilot Clinical Trial at the John Hunter Hospital in New South
Wales.

The Trial is focused upon the treatment of up to 10 patients suffering from severe
coronary artery disease and heart muscle damage, Cells used in the treatment
are autologous, or the patients’ own cells, which have been selected and cultured
using the company’s proprietary technology.

‘ The primary endpoint of the Trial is to show safety of the company's Standard

Operating Procedures (SOPs) in a clinical setting. Data are also being collated to
| evaluate the effects of the treatment on heart function.
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Initial results now demonstrate the therapy has been highly effective in the first
three patients who have been treated.

In up to six menths of follow-up after the patients’ cells were implanted into thelr
damaged heart muscle, each patient had demonstrated improvement In global
heart function of 20-60% relative to baseline, as determined by serial
echocardiograms.

Principal Investigator at the John Hunter Hospital, interventional cardiologist Dr
Suku Thambar, said he was extremely encouraged by the resuits to date.

"“This degree of improvement in heart function in these very {ll patients is
extremely encouraging, and we look forward to completing the trial and reporting
on the outcomes of all the patients in due course,” Br Thambar satd.

Preclinicat Trial Using 'Off~The-Shelf’ Cells Deliver Improvement In Heart
Function

The company has now completed a number of large animal studies for the
collation of data to be provided to the United States Food and Drug
Administration {(FDA) in support of Angioblast’s Investigational New Drug
appiications.

The studies focused upon the treatment of post myocardial infarct or heart attack
animals using the company’s adult stem cell technology. In particutar, the studies
have looked at efficacy associated with repairing damaged heart muscle and
improving heart function using cells from a non-related or allogeneic donor.
These cells had heen expanded and frozen post GMP compliant manufacturing, In
effect, an 'off-the-shelf' stem cell preduct.

All studies have been undertaken by specialist organisations and results have
been independently reviewed.

In one completed study at the University of Pennsylvanla, 36 sheep underwent
coronary artery occlusion and were treated with either a placebo or the
company's stem cells obtained from an unrelated donor.

On the trial’s completion at two months, the 25 animals which were treated with
the allogeneic stem cells demonstrated a 50% greater mean giobal heart function
than the 11 controls, as determined by serial echocardiograms. Importantly,
pathology studies have not shown evidence of allergic reaction, rejection, or
abnormal tissue formation.

"These are major steps forward in completing the company’s commitment to
finalising its IND submissions during the 4™ quarter 2006 and in proving the
company's primary business model to develop an off-the-shelf cell therapy
product for improving heart function,” Professor Itescu added.
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About Mesoblast Limited

Mesoblast Limited {ACN 109 431 870} is an Australlan biotechnology company
committed to commercialisation of novel treatments for orthopaedic conditions,
including a unlgque adult stem cell technology aimed at the regeneration and
repair of bone and cartilage. Mesablast has worldwide exclusive rights to a series
of patents and technologies that have been developed over more than 10 years
relating to the identification, extraction and culture of adult Mesenchymal
Precursor Cells (MPCs}. The company has also acquired a 33.3% interest in
Angioblast Systems Inc, an American company developing the platform MPC
technology for the treatiment of cardiovascular diseases, including repair and
regeneration of blood vessels and heart muscle. Mesoblast's strategy is to
rmaximise shareholder value through heoth corporate partnerships and rapid
product commercialisation,

For further information, please contact:
Julie Meldrum

Corporate Communications Director
Mescblast Limited

T: + 61 (03) 9639 6036

M: +61 (0) 419 223 128

E: jutie.meldrum@mesoblast.com

W: www.mesoblast.com
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ABN 68 108 431 870 R L
Preliminary final report o>
Year ended 30 June 2006 LT o
- r
Results for announcement to the market
AF'000
Revenue and Net Profit (Loss)
Revenues from ordinary aclivities up 467% ta 2,822
Profit (loss) from ordinary aclivities after tax attributable to up 464% to (8,299)
members
Net profit (loss) for the period attributabla to members up 464% to {8,299}

Dividends {Distributions)
Dividends (distributions) Amount per security  Franked amount per
security
interim dividend NIL NiL
Previous correspending period NIL NIL
Racord dats for detarmining antitlements to the divideng N/A
Brief explanation necessary to enable the above to be understood:
Net tangible asset 2008 20058
Net tangible asset per security 0.12¢ 0.25¢

The financial statements and the notes to the financial statements attached to this report
have been audited and a copy of the audit report is included.
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MESOBLAST LIMITED
ABN €8 109 431 870

DIRECTCRS REPORT

The Board of Directors of Mesoblast Limifed has resolved 1o submit the fallowing report togethar with the financial statements of
the company for the financiat year ended 30 June 2006.

DIRECTORS
Directors of the Company in cffice at any ime during the or since the end of the year:

Mr Michael Spooner - Executive Chairman

Profassor Silvil ltescy — Diractor, Founder and Chief Scientific Advisor
Mr Daonal O'Dwyer — Non Exacutiva Director and Deputy Chairman

Mr Byron McAllister ~ Non Executive Director

All directors bave held offica since prior 1o tha baginning of the financial year,

PRINCIPAL ACTIVITIES & STRATEGY

Masoblast is an Australian biolechnology company commitied to the develspment of novel treatments for orthopaedic
conditions, inciuding the rapid commaerdialisation of a unique aduft stem cell technology aimed at the regeneration and repair of
bone and cartilage.

Through the use of allogeneic stemn cels that are the core to the company’s intellectual praperty rights, our strategy is to
produce a highly profitable, off the shelf adult stem cell product that is effective in the treatment of our targel markets.

Our focus Is to progress through clinical trials and international regulatory processes nacessary to commardialise the technology
in as short a limeframe as possible.

Mesoblast has the worldwide exclusive rights for a series of paients and technologies that have been developed over more than
10 years ang which relate 1o the identification. extraction and culture of aduit Mesanchymal Precurser Cells (MPCs). The
tochnology has so (ar achievad ocutstanding results in pre-clinical in vivo studigs in the regeneration and repalr of targe bone
fraciures and in spinal fusion. Furthermare, the tedhnolegy is currentlly the subject of a clinical trial being conducted at tha Royal
Melbourne Hospital for larmge non union fractures using the patients own cells.

At the time of our IPO the company acquired a 33.3% interest in Angioblast Systems Inc, an American company developing the
platform MPC technology principally associated with the treatmaent of cardiovascular diseases, intluding repair and regeneration
of biood vessels and heart muscle.

During the period subsequent to Masoblast's successful Initial Public Offering on the Australian Stock Exchange in December
2004, the company together with Angioblast hava jointly funded a number of major clinical and predlinical projects associated
with the core stem cell technology and fundamental to both companies’ endeavors o successfully file Investigational New Drug
(IND) submissians to the Food and Drug Administration in the United States (FDA).

Mesoblast's strategy is to maximise shareholder value through both corporate partnerships ang tha rapid and successful
complation of pra-clinical and dinical milestones.

REVIEW OF OPERATIONS

During the year under review the company's entire focus and that of its sister company Angloblast, has bean to conduct clinical
and preciinical studies as well as to implement GMP compliant manufacluring as fundamental elements of a number of
comprabensive IND submissions 1o the FDA.

At the tima of this Repor, it Is apparent that these submissions will ba completed during the 4% quarter of 2008, some 6 or more
months ahead of our initial estimates.

Significant milastones accomplished by the company were reporied 16 the ASX throughout the year. The promisa of adul stem
cell therapy has wide reaching effects and may ultimately improve the quality of life for many peopte. [l is In this respect that
national and interational media has followed closely the company's progress.

Some of the important milastores accomplished by your company during the pericd under review Include:

= Engaged spedalist partner organizations in the United States and Australia to underiake extensive predinical, large
animal studies in the preparation of data for IND subitissionts and to progress new indications particularly relating to
cartilage.

=  Engaged best of breed commercial manufacturing pariners in Australia and the United States in preparing the
company for IND submissions, clinical and prociinical triafs and later commercial production of an “off the shell® adult
stemy el product,

» Commenced clinical triafs of up to 10 patients each at Royal Melbourne Hoapital and the John Hunter Hespital
designad to test the safety and standard operating procedures associated with tha treatment of




MESOBLAST LIMITED
ABN 68 109 431 870

DIRECTORS REPORT (continued}

non-unien large bone fractures and cardiovascular disaase respactively using the company’s platform adult stem cell
technology.

=  Strengthened the Board and managemant of the campany through the appointment of an Executive Chatrman and in
the further appointmant of Scientific Advisory Board members. The company however remairns commitied o the deal
of outsourcing to best of breed commercial partners to minimize capltal expanditure and recurrifig costs whilst
maximizing core available skils.

«  Both Mesoblast and Angicblast have entered into collaborative agreements with giobally dominant medical
companies to progress tha core tachnology thraugh both clinical and preclinical studies.

«  Wa have continued to strengthen the company’s Intellactual Property position by seeking national and International
approvals and expanding our key [P portiollo.

= Importanty, the company abtainad a $2.7 millicn grant frarn the Australian Governmants’ Ausindustry, Commercial
Ready schema to progress new cartilage programs in the use of our adult stem cell technology for the treatment of
osteoarthritis.

FINANCIAL SUMMARY

Operating Results

The net loss for the year was $8,298,587 (2005: $1,470,368) and is in line with expectations. The rosult reflacts full year
operalions for the company (2005 reflact operations for 8.5 months post tisting) and a significantly faster pace of
commercialisation during the period associated with an earfier than planned submission of the company’s IND applications.

Current and comparative figures reflect accounting changes assoclated with Australlan equivalents to international Financial
Reporting Standards (AIFRS),

Impostantly, the loss for tha year is raflective of both an extremely rapid paca of development and work simultaneously being
conducted on three significant applications being spinal fusion, the repair of long bona fractures which hawve failed to unite as
well as a carditage program. The degrea of progress made and the numbar of indications are much larger than was criginally
envisaged.

iIncome
Revenus during the period was $2 821,758 (2005: $502,865) being:

2008 2005
Commercial Ready Government Grant recaived 1.854,048 -
Interest received — Bank degosits §57.487 502 885
R & D tax offset 345,638 -
Other income 27,712 -
Foreign exchanrge gain on US Dollar deposit 36,873 -
Total Revenue fram continuing operations 2,821,758 502,855

Agcording {6 the terms of the Commercial Ready Government Grant, funds received were matched against expenditure incurred
by the company in progressing its carllage program on a dollar for dofiar basis. Funds received under the Grant were
recognized by the company as income in the period in which they were receivad.

Expenditure

injine with the company’s policy and te comply with accounting standards, all costs associated with research and development
are fully expensed in the period in which they are incurrad as the directors do not consider tha company can yet demonstrate ail
the tactors required prior (o capitalizing development expenditure.

Total operating expenses for the period were $11,120,345 (2005: $1,973,254) being:

2006 2005
Resaarch & Development costs 5,358,277 491,774
Management & Administration 2,177,053 676,321
Employee benefils expense 1,570,514 321,333
Interest expenses 110,092 107,117
Equity accounted losses 1,804,409 376,709
Total Overhaad 11,120,345 1,073,254




MESOBLAST LUMITED
ABN 68 109 431 870

DIRECTORS REPORT (continued)

An amount of $1,904,408 (2005: $376,709) was taken up by way of Mesoblast’s equily accounied losses in the opetations of
Angioblast. Under tha terms of the Mesablast investment to date Angioblast ana Mesobiast are joinily funding the development
and commerciaiization of the adult stem ¢eli technolegy to a point whers both companies will file IND applications with the FDA.
Such joint funding will terminate on accomplishing this mifestone.

Cash Flow Statements
Net cash cutfiow from operations increased from $604,812 in 2005 to $3,1583,863 in 2008.

During the period under review the company did not raise furlher capilal. It should ba noted however that additional capital was
raised subsequent to 30 June 2006 as outiined under Matters Subsequent to Balance Date.

Balance Sheet

At 30 June 2006 the company’s cash position was $7,854,843 (2005: 515,093 834 million) whilst Angioblast Systems Inc was
$1,160.301 {2005: $2,658,850) which together refiact the total available funds available at balance dale to progress the platform
technology.

The company's policy is 1o hold its cash and cash equivalent deposits in “A” rated or better deposliis.

The company's strategy is (o outsource manufacturing and all continuing research to specialist, best of treed partner
organisalions. As a consequence the company has not incurred any major capital expanditure for the period and does not
intend 10 Incur subatantial commitments for capital expenditure in the immadiate future.

DIVIDENDS
No dividends were paid or declared during the coursg of the finandal year and nao dividends is recommended in resped to the
financial year ended 30 June 2008.

EARNINGS PER SHARE
2006 2005
GCents Ceants
Basic sarnings per share (loss) {8.87) (2.12)
Diluted eamings per share {lposs} (5.87) (2.12)

SIGNIFICANT CHANGES IN THE STATE OF AFFAIRS
No significant changes occurred in the state of affairs of the company during the financlal year other than those digclosed in the
raview of aperations.

MATTERS SUBSEQUENT TO BALANCE DATE

The primary goat of the company at the tima of its public listing in December 2004 was fo file at least one Investigational New
Drug Application with the US Food and Drug Administration. This goal is sed to be achiaved in the 4™ quarter 2006 some six or
more menths ahead of schedule. Subject to FDA permission, the company witl commence two Phase ! Clinical Trials following
ous IND submissions in the 4™ quarter of 2008. The company initiated a capital raising subsequent to balance date to fund the
next stage of development bayond the company's current focus,. On 20 July 2006 the company announced that it had raised
$15 million by way of a Placement of 12 million shares to institutional and sophisticated Investors at $1.25 per share. In addition,
the company undertook a Share Purchase Plan (SPP) o enable our sharsholders to acquire shares in the company for an
amount up to $5,000 per shareholder at the same price offered under the Placement. An amount of $2.2 million was raised
under the SPP bringing the totat capital raised to $17.2 million.

No other matters or clrcumstance have arisen since 30 June 2006 that has significantly affected or may significantly affect: -

= Maesaoblast's operalions in future financial years, or
«  the resulls of those operations in future financial years, or
+  Mesoblast's state of affairs in Julure years.,
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DIRECTORS REPORT (continued)

BUSINESS STRATEGY PROSPECTS FOR FUTURE YEARS

Tha Company's operations and those of ils sister company Angioblast are currantly focused on the completion of IND
submissions during the 4™ quarter of 2008 and are fully funded to reach this Important goal.

Cur strategy moving farward is to maintain rapid progress in the commergialization of our stem el technology. Accordingly, the
company raised $17.2 mitlion subsequent to balance date to progress two indications into Phase Ul Clinical Trials. The tming
and nature of thesa Trials is subject to FDA permission to commenca. in conjunction with Angiabtast it is our clear goai however
to commence these Trials as quickly as is possible

Further information on lixely developments in Mesablast's operations ar those of Angioblast and expected results of operations
have not been included in this report because the directors believe it would be likely to rasult in unreasonable prejugics to the
Company.

ENVIRONMENTAL REGULATION

Mesoblast's oparations are nol subject to any significant environmental regulation unger &ither Commenwealth or State
legislation. The Board, however, considers that adequate systems are in place to manage the Company's obligations and is not
aware of any breach of environmental requirements as they relate to the Company.

INVESTMENT IN ANGIOBLAST SYSTEMS INC.

Angiobiast Systems inc is a non-listed biotechnology company based in New York. Thae company was incorporated on 27 April
2001 in Delaware, Uniled States of America.

Angioblast's principal focus Is to commercialise cardiovascular applications of our aduft stem cell tachnology which was
acquired from the Hanson Institute/nstitute of Medical and Veterinary Science in South Australia.

Current Invastment in Angioblast

Mesoblast has acquired a 33.3% interest in Angioblast. This interast is non-dilutable untll Angloblast has submitled an IND
application to the US FDA at which time Mesoblasts’ Prefarence share holding will convert into 33.3% of Angioblast Systemns inc
issued common stock.

At 30 June 2006 Mesoblast had provided $8 million in funding and it is anlicipated that the remaining balance of $2 million
assoclated with the $10 million investment will ba paid up to the submission of at least ona IND application to the FDA. Itis
anticipatad that the submission will ba completad in the 4" quartar of 2008.

During the year endad 30 June 20608, Angioblast expenditure items directly atiributable to the joint development of the platform
adult slem call tachnology was as folows:

2008 2005
Raesearch & Developmant $4,987,261 $064,536
General Adminisfration $705,732 $195,838
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INFORMATIO| I TORS AND KEY MANAGEMENT PERSON| RIN SINCE THE END OF TH
EINANAGIAL YEAR
Particulars of diractors’
interasts in sharas and options
of Mesoblast Limited

Diractor & Executive Qualifications and Experience Sharas Options
Chaiman and Mr Spooner is a well known and raspected business leader. Ha 204,000 1,100,000
Exacutive Director has an extensive network of relationships with investment firms

and business communities across the globs, having spent the

. majority of the past 25 years lving and working intemationalty.

Michael Spocner Most racentty, Mr. Spooner was Managing Director & CEO of

Voniracor Limited where he led the transformation of a small
Bcom, ACA, MAICD Augtratian listed life sclences company into the second highest

performing stock on the SAP/ASX 200 index in 2003. He was a

Principal Partner and Director of Consulting Services with

PriceWaterbouse Coopers (Coopers & Lybrand) in Hong Keng

for several yoars. Currently, Mr. Spooner advises a number of

high growth corporations and is a non-execulive director of

Peplin Limited

Gthar Directorships of listad companies over the past three years

are direttor of Pegdin Limited and Venlracor Limited, Age 49
Diractlor and Chiof Professor Itescu is on the medical faculties of both Columbia 43,120,000 el

Scienttflc Adviser

Silviu ltescu

MBBS (Hons),
FRACP, FAGP,
FACR

Univarsily in New York and the University of Melbourne. He has
established an outstanding international reputation in the fleids of
stem: ¢ell binlogy, autoimmune disaasaes, organ frangplantation,
and heart failure. In these areas of focus he hae gained broad
experience, from basic research in the laboratory through to new
drug development and dinical evaluation. Muost rocantty he has
pioneered novel approaches to the use of adult stem calls for the
treatment of heart disease, is lwading international collaborative
trials in this area, and has been an advisor on cell therapy for
cardiovascular diseases to both the United States President's
Council on Bioethics and the United States FDA Biological
Response Modifiers Advisory Committee (BRMAC) Professor
Itescu has consulted for varigus international pharmaceutical
companies, has been an adviser to bistechnelogy and health
care investor groups, and is a non-execufive director of Amrad
Corporation and Ambri Limitad. Professor Itescu is the feundar
of both Mesoblast Limited and Angioblast Systems, Inc.

Professor Itescu i currently on the Board of Directors of both
Mesoblast Ltd and Angioblas! Systems inc.

Other Directorships of listed companies ovar the past thres years
are director of Amrad Corporation Limited and Ambri Limitad.
Age 49
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INFORMATION ON DIRECTORS AND KEY MANAGEMENT PERSONNEL DURING OR SINCE THE END OF THE
EINANACIAL YEAR

Particuiars of diractors’
interests in shares and options
of Masobiast Limited
Directors and Shares Options
Executives Qualifications and Experience

Non- Executive Mr. O'Dwyer has aimaost 20 years experience as a senfor Nil 150,000
Diraclor executive in the global cardlovascular and medical devicas
industries. From 1996 to 2003, Mr. O'Dwyer worked for Cordis
Cardiology, the cardiology division of Johnson & Johnson's
Donal O'Owyer Cordis Corporation, initfally as its president (Eurepe) and from
2000 as its worldwide president. Cordis 15 the world's largest
manufatturer of innovative products for intervertional medicine,
BE, MBA minirmally invasive computer-based imaging, and
etactrophysiclogy. [n his role, Mr. O’'Dwyer led Cordis through
the launch of the revolutionary Cypher drug eluting coranary
stent technclogy, and saw the company take over number one
market share of coronary stents worldwide. He directly
suparvised an incraase in sales from $US500 million in 2000 to
$US2 bilkon in 2003. Prior to joining Cordls, Mr. O'Dwyer
worked for 12 years with Baxter Haalthcare, rging from plant
manager in lreland to presidant of the Cardipvascular Group,
Europe, now Edwards Lifesciences. Mr. O'Dwyer is a qualified
civil engineer, has an MBA and is on the board of a number of
companies including Gochlear Limited and Sunshine Hearl Inc

Mr O'Dwyer is currently Mosoblast's representative on the Board
of Directors for Angioblast Systems inc.

Other Directorships of listed companies over lhe past three years
are diredor of Cochlear Limited and Sumshing Heart Inc. and
Chairman of Ateor Medical Holdings Limited. Age 53

Non- Executive Mi. MeAllister has extensive expertise in produtt development, Nil 150,000

Diractor quality assurance, and oblaining FDA regulatory approvals within
tha healthcare industry. He has extensive axperiise within the
biologics, pharmaceutical and medical device industries, and has

Byron McAllister prepared full documentation for approval by the U.S. FDA, UK
MCA. and other world health regulatory autherities. Most
racently, Mr. McAllister has served as Vice President, Worldwide

BS M.Agr Qualily Assurance, for the Ares-Serono Group based in Geneva
ang Boston, overseeing operations in over a dozan countries.
#r. McAllister has held senior management pesitions in
manufacturing and guality assurance with Abbott Laboratories’
Ross Laboratones and Diagnostics Divisions, Amarsham
Cormporation, and Coulter Efectronics Corporalion. Heis a
member of the PDA {Parenteral Drup Assodciation), American
Saciety For Quality (ASQ), and the Regulalory Affairs
Professionals Society (RAPS). Age 63
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INFORMATION _ON DIRECTORS AND KEY MANAGEMENT PERSONNEL DURING OR SINCE THE END OF THE

EINANACIAL YEAR

Qualifications and Experience

Particulars of key

management parsonnels’
interasts in shares and optiens

of Mesoblast Limited
Shares Options

Chiaf Operating
Orfficar

Paul Rennia

B. §c., MBM, MS

Company secretary

Kevin Hollingsworth

FCPA, FCMA

Mr. Rernie has over 25 years experence in markating and
business development within the Australian "biomedicat and
pharmaceutical industry. He was formery Director of Business
Development for Soltec, a wholly owned subsidiary of F H
Faulding & Co., Lid., with focus on developing improved
pharmaceutical drug delivery systems. Previously, as Business
Developmant Manager for the Biosciences Division of Bonlac, ho
jed the commerciabsation strategies and licensing negotiations
betwaen Bonlac's CPP-ACP technology fo Wamer Lambert
Baetween 1590-1894 he held various positions with the giobal
pharmaceutical company Merck Lid, where as National Sales
and Marketing Manager he was responsible for Australia-wice
sales of pharmaceuticals, analytical raagents, environmental
monitoring products, and scientific research products.  In this
capacily, Mr. Rennie Implemented a new strategic plan which
contributed to transforming Meeck Austealia from having a loss in
1893 to record sales and profits in 1996. Age 47

Mr. Hollingsworth is a Feliow of CPA Australia, and a past
chairman of both the MNational and Viclotian Industry and
Commerce Accountants Committees. He is also a Fellaw of the
Chartered Managemant Accountants and a Past National
Presidert of CIMA Australia. M. Hollingsworth has most recently
been non-executive direclor and company secratary for Alpha
Technologies Gorporation Ltd, a global company with operations
in the US, Mexico, Europe and China, designing and
manufacturing temperature sensors for disposable medicat
devices, as well as precision thermormetry and Instrumentation
for the biotachnical and life sclence industry. Age 53

MEETINGS OF DIRECTORS
The number of meetings of the Company's directors (including committee meetings of directors) held duning the year ended 30
June 2006 and the numbiers of meetings attended by each director were:

Nii 690,000

Nil Nil

Meeting of committees
Nominations &

Director Oirector's meetings Audit Risk Compliance Remuneration

A B A B A B A B
ISpooner 10 10 4 4 2 2 1 1
ftescu 10 10 4 4 2 2 1 1
McAllister 10 10 2 4 2 2 1 1
' Dwyer 10 10 4 4 2 2 1 1

A - Number of mestings held during the time the diractor held office or was a member of the commiittee during the year
B - Number of meetings allended
* - Mot a member of the specified commitlea however attended on invitation onty
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REMUNERATION REPORT

The remunaration report is set out under the following main headings.
Principals used to ceterming the nature and amount of remuneration
Detalis of remunaration

Service Agreements

Share-based compensation

Additional information

mooo>»

KEY MANAGEMENT PERSONNEL
Tne key Management Personnel includes: -

{a) Diroctors

(i) Chairman and executive director
Michael Spooner

{ii} Executive diractor
Sitwiu Itescu

{iiy Non-execulive diractors
Byron McAdlistar
Donal O'Dwyer

{b) Exacutives

The following person were the executives with the greatest authority for the strategic direction and management of tha company
(“other key managemertt pereonnel”} during the financial yaar

Nama Posltion Employer
Paul Rennie Chief Operating Officer Mazoblast |imited
Kevin Hollingsworth Chief Financiat Officer Masoblast Limited

No changes have ocecurred after the reporting date and prior to the date of the Directors Declaration

A Principals Used to Determine the Nature and Amount of Remuneration

The Company's goal it to engage and promote excellence at Board level, in staff members and partner organizations. The
Company looks to engage the servicas of individuals and organizations with the experienca necassary fo assist the Company in
meeting its strategic objectives. The Board of Directors has determined that recurring costs associated with full time
employment should be held to a minimum wherever possible whilst maintaining a high leve! of competency in core ekills in
clinical and regulatory management,

The Board ensures that executive reward complies with good reward governance practices:

Competitiveness and reasonablenass
Acceptability to shareholders
Performancs linkaga

Transparency

Capilal management

The Company has struciured an executive remuneration framewark that is market competilive and complimentary to the reward
stratagy of the ooganization.

The Company's remuneration framework is aigned to shareholders inferests and in particular aligned to the rapid
commercialization of the company’s intelleciual property and in achieving its milestones in a highly ethical and professional
manner.

Tha executive remuneration framework provides a mix of fixed and variable pay and perfoimance incentive rewards.
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Non-Executive Direclors Fees
Directors fees woro determined as at the date of the company's public listing on 18 Decomber 2004 and by referenca to industry
standard. Components of the remuneration package include a cash element together with unquoted medium term options,

Director feas are $40,000 per non executive director ard $75,000 for the Chairman and reflect tha demands which are made on
and the responsibiities of the directors. A kimit to total directors’ fees of $500,000 was set at the time of tho public lsting and has
not subsequently changed.

Executive Pay
The execulive pay and reward framework has four componeants:
=  Base pay and benefits
«  Short term performance incentives
. Long term incantives
«  Other remuneration such as superannuation

The combination of these comprises the executive's total remunaration.

Base Pay
A total employmant cost package may include a combination of Gash and presaribed non-financial benefits at the exsculives’
discretion.

Executives are offered a competitive base pay that comprises the fixed componant of pay and rewards. The basa pay for
execufives is reviewed annuaily to ensure the executives pay is competitive with the market. An executive’s pay is also
reviewed on promotion.

There are no guaranteed base pay increases incuded in any exaculive contracts.

Short Term incentives
Incantives are payable to executives based upon the attainment of agreed corporate and individual milesionas and are reviewed
and approved by the Board of Direclars.

Long Tem Incentives
Performance conditions were aftached o the following options: -

Paul Rennig was granted options that will progressively vest/become exercisable in 3 tranches as follows: -

1 Tranthe A — 80,000 options, on achigving an SOP (Standard Operating Procedure) for the manufacture of cafls;

2 Tranche B - 80,000 optiens, an completing human pre-regulatory trials for 3 Mesoblast Qrthopaedic Application of the
licensed technology, and

3 Tranche C - 80,000 options, approval of Mesoblast's FDA IND (Investigative New Drug) approval.

Byron McAllister was granted opfions that will progressively vestibecome exercisable as follows; -

1 In respect of 75,000 options, the Company must achieve Investigationa!l New Drug approval from the US Food and

Drugy Administration for initiating multi-centre orthopsedic dinical trials within & period of 2 years after the Date of
Grant balore those options ¢an be exercised,

2 In respect of 75,000 options, Angiohlast Systems Inc. mus{ achieve Investigational New Drug approval from the US
Feod and Drug Administration for initialing mutti-oentre cardiovascutar clinieal frials within a peried of 3 years after the
Date of Grant bafore those options can be exsrcised;

The performanca conditions are in ling with the Company’s milestonas,
The company has achieved an SOP for the manufacture of cells, therefore Paul Rennie has achieved his milestona in Tranche

A above and these options have now vested,
B Details of Remunoration

The aggregate compensation of the kay management persannel of the company is sat out befow:

30 Juna 2006 30 Jung 2005
$ $
Short-term employee benelits 884,143 418 330
Post-employment benefits 45,757 19,856
Equily-based pavments 438,139 85,517
Total 1,368,038 503,703
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Details of the remuneration of each director of Mesablast Limilad and the key management personne! of the Company are set
out in the following tables. As indicated above incantives are depandent upon the atlainment of agreed corporate and individual
milestones and all incentives related 10 the year have been expensed in full.

Post employment Equity-based

2008 ShortHterm employee benefits benefits payments
Nor-
Cash salary| monetary | Super- |Retirement
MName & faes [Cash Bonus| benefits | annuation | benefits Qptions Total
5 $ $ ] $ $ 3

Executive directors
plichael Spoonear 249,426 125,0004 k 22,445 E 198,000 594,574
Silviu tescu 137,500 4 E b E E 137,500
Bub-total executivel
firectors 386 926 125,000 1 22 448 - 198,000 732,374
Non-executive
Kirectors
Byron McAllistar 40,000 - 1 E - 21,750 81,750
Donal O'Dwyer 136,697 - ] 3,303 . 21,7500 61,750

otal 463,623 125,000 E 25751 b 241,500 855874

Post employment Equity-based

2005 Short-tarm employee benafits benefits payments
Non-
Cash salary monetary | Super- |Refirement
Name &fees [Cash Bonus] benefits | annuation | benefits | Options {i) Total
$ 3 $ 3 3 $ $
Executive Director
Sindul Itescu 124,167 E 4 E 1 k 124 187
MNon-axecutive
dlrector
Michael Spooner §7.339 E E 5.161% E 29,000 91,500
Byron McAllister 30,000 E 4 E E 10,875 40,875
Danal O'Dwyer 27 523 - b 2477 E 10,875 40,875
[Total 239,029 - 1 7,638| 50,750 297 417

Othor Key Management Personnel

Post employment  [Equity-based
2006 Shert-term employee bensfits benefits payments
Non-
Cash salary| Cash monetary | Super- |Refirement
Name & foes Bonus benelite | annuation | banefits Options Total
$ 3 $ ] $ $ $

FPaul Rannie 150,00 45,520 o 20,008 E 196,639  412,1GY
Kovin Hollingsworth 100,004 g - E 4 100,000
[Total 250.000 45 520 E 20,008 E 166,630y 512,165
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Post employment  |Equity-based
2006 Short-term employee benefits benefits payments
Non-
Cashsalary| Cash monetary [ Super- |Refirement
Name & fees Bonus benefits | annuation | benefits Options Taotat
$ $ 3 $ $ $ $
Faul Rennia 64,301 65,000 E 12,218 -4 14,767 156,285
Kevin Hallingsworth 50,000 E L E 1 50,000
[Totlal 114,301 65,0004 k 12,219 E 14,767 206,286
c Service Agresments

Remeneration and other terms of employment for the Executive Chairman, Chief Sclentific Advisor and other key management
personnel are formalized In service agreements. Thege agreements may provide for the provision of performance related cash
bonuses and the award of oplions.

Other major provisions of the agreements relating to remuneration are set out below:

Michael Spooner, Exectitive Chairman

Term of Agreement ~ Comrmencing 15 August 2005 until 30 June 2006
Base Salary inclusive of suparannuation for the pericd ended 30 June 2006 of $196.875
Short Term Incentive of $150,000 based upon successiul completion of several critical milestones
3 year options
o 350,000 65 cent options vested on 31 December 2005
o 350,000 65 cent options will vested on 30 June 2008
Chairman Fees $75,000
Options — 400,000 GO cent options held in escrow untit 16 Decamber 2006

The Board of Directors have continued this agreemant under the same terms set out above. A new agreemant is currently
being negotiated terms of which will be presented at the Annual General Maeting.

Sikviu tescu, Direcior and Chief Scientific Advisor

Term of Agreement ~ Cormmencing 12 November 2004 for throe years

Base Salary - $125.000 in the first year reviewed independently and annuatty {but not fo be less than $125,000) by
the Board of Directors

Terminaticn — No {grms have been agreed

Banus - Nil

Options — Nil

Bryon McAlfister

Term of Agreement — Commencing 28 September 2004 ~ non executive directors are appointed by shareholdars an
tha basis that 1/3 of all non exacutive directors retire annually and are eligible for re-election at the company’s Annual
Ganeral Maeting.

Diractor Fees - $40,000 in the first year reviewed independently and annually by the Board of Direciors

Tarmination ~ No tarms have been agread

Barnus ~ Nil

Options = 150,000 60 cent options held in escrow until 16 December 2008,

Donal O'Dwyer

Term of Agresment - Commencing 28 September 2004 — non executive diroctors arg appointed by shareholders on
the basis that 1/3 of alt non executive directors retire annually and ara eligible for re-election at the company's Annual
General Meeting.

Diractor Foes - $40,000 in the first year reviewed independently and anmually by the Board of Directors

Terrmination — No terms have been agreed

Bonus — Nit

Qptions — 150,000 &0 cent options held In escrow until 18 Decvemnber 2006,

Paul Rennia, Chiaf Operating Oflicar

Term of Agreement — Cominencing 10 December 2004 and ongoing.
Base Salary - $185,000 per annum

Tarmination ~ by three months’ notice from aither side

Banus — at the discretion of the Board of Directors
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2} Share-Based Compensation

Options

Options are granted under the Mesoblast Limited Employee Share Option Plan. Staff aligible to participate in the pian are those
of supervisor lavel and above (including directors) who have been continucusly employed by the Company for a period of at
least one yzar.

Options are granted under the plan for no consideration.

The vatuations of oplions are independentiy detenmined by indepandent experts using Black-Scholes cption pricing model
takihg into account the terms and conditions upon which tha instruments wera granted.

The terms and conditions of each grant of options affecting remuneration in the pravicus, this or {uture reporting periods sre as
follows:

Value per
Exercise | option at
Grant date Expiry date price grant dafe Date exercisable
16 Decemnber 2004 16 December 2006 {).68 0.171 16 December 2005
16 December 2004 16 December 2007 .60 0.229 16 December 2006
16 December 2064 16 December 2008 .60 0.251 16 December 2007
16 December 2004 16 December 2008 {).60 0.290 16 December 2006
25 August 2005 31 December 2008 {).65 0.190 31 December 2005
25 August 2045 30 June 2009 0.63 0.210 33 June 2606
23 February 2006 1 April 2007 0.60 (3.920 §_April 2006
23 February 2006 1 April 2007 .63 0.920 | April 2006
23 February 2606 1 April 2007 (.63 (.84%0 30 June 2006
23 February 2006 1 April 2008 D.60 0.970 1 April 2007
23 February 2006 1 April 2008 1.20 0.650 30 June 2007
23 February 2006 1 April 2004 0.60 1.026 } April 2008
23 February 20606 1 April 2009 1.20 0.750 30 June 2008

Options granted under the plan carry no dividend or vofing rights.
Remuneration Options
Details of oplions over ordinary shares in the company provided as remuneration to each director of Mesoblast Limited and

each of the key managernent personnel of the company are set oul below. When exercisabie, each option is convertible inte
one ordinary share of Mesoblast Limited. Further information on the options is set out in note 12 to the financial statements,

Number of options granted Number of options vested

Name during the year during the year
2006 | 2005 2006 || 2005

Directors of Mesoblast Limited
Michael Spooner 700,000 400,000 700,000 -
Bryon McAlister - 150,000 - -
Donal Dwyer - 150,000 - -
Other key management personnal
Paul Rennie 450,000 | 240,000 | 230,000 | -
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E Additional information (unauditad)

Details of reruneration. cash bonuses and options

Cash Bonus Options
Minimum: | Maximum
Financlal total total

yoars In | valueof | value of

which grant yet | grant yat

Narme Paid Forfalted Year Vestad | Ferfeited | options to vest to vast

% % granted % % veost $ $

M Spoonar 21.0 - 2005 - - 2007 - 53,000
2008 - 58,000
2006 100 - - - -
B McAkster - - 2005 - - 2007 - 43,500
D Dwyer - - 2005 - - 2007 - 43,500
P Rennie 11.04 - 2005 3333 - 2007 - 115,820
2006 33.33 - 2008 - 132,580

Share-based compensation. Options

Further details relating to options are set out below.

A B C 7] E
Remuneration | Value at grant Value at Vailue at lapse Total of
consisting of date axarcise date date columns B-D
Narng opliong $ $ ] $
M Spooner 26.07% 140.000 - - 140,000
B McAfister - - - - -
D Dwiver - - - - -
P Rennie 61.45% 343,500 - - 343,500

A = The percentage of the valua of raruneration consisting of options, based on the vatue a1 grant date set out in column B,

B = The value at grant date calculated in accordance with AASB 2 share-based Payment of options granted during the year as
part of remuneration.

C= The value at exercisa date of options that weare gramied as part of remuneration and were axercised duting the year.

D= The value at lapse date of opticns that were granted as part of remuneration and that lapsed during the year.

Share options granted to directors and the most highly remunerated officers

Options over unissuad ordinary shares of Mesobiast Limited grarded during or since the end of the finansial year to the directors
and the most highly remunerated officers of the company as part of the remuneration were as folfows:

Options granted

Michael Spocner - Chairman and executive director 700,000
Paul Rennle - Chief operating officer 450,000

15
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Shares under option
Unissued andinary shares of Mesoblast Limited under oplicns at the date of this raport are as follows:

Number under

Date options granted Expiry date Isaue price of share option
29 September 2004 29 Septembar 2009 $0.55 4,320,000
20 QOctober 2004 30 December 2007 $0.55 400,000
16 December 2004 18 Decamber 2006 $0.60 80,000
16 December 2004 16 Dacembar 2007 $0.60 80,000
18 Detember 2004 16 December 2008 $0.80 780,000
25 August 2005 31 Pecember 2008 $0.685 350,000
25 August 2005 30 June 2009 $0.85 350,000
23 February 2008 1 April 2007 $0.80 10,000
23 February 2006 1 April 2008 $0.60 10,000
23 February 2006 1 April 2009 $0.60 10,000
23 February 2006 1 April 2007 $0.65 210,000
23 February 2008 30 June 2007 $0.85 200,000
23 February 2006 23 February 2009 $0.70 150,000
23 February 2006 14 February 2010 $0.70 150,000
23 February 2006 1 April 2008 $1.20 150,000
23 February 2006 30 June 2008 $1.20 200,000
23 February 2006 1 April 2009 $1.20 150,000
23 February 2006 30 June 2009 $1.20 200,000
7,800,000
Insurance

During the financial year Mesoblast Limited paid a premium of $75,840 (2005. $81,585) 1o insure the diredtors and secretary of
the company.

The liabilities insured are legal costs that may be incurred in defending civil or criminal proceedings that may be brought against
the officers In their capacity as officers of the company, and any other payments arising from labilities incurred by the officars In
connection with such proceedings. This does not include such tiabilities that arise from conduet invelving a willfu) breach of duty
by the officers or the impropar use by the officer of their position or of information to gain advantage for themsaivas or somaona
else or to cause detriment to the company. Mt is not possible to apportion the premium between amounts relafing to the
insurance against legal costs and those relating to other liabilities.

Proceadings on behalf of the company.

No person has applied to the Court under section 237 of tha Corporation Act 2001 {or leave to bnng proceedings on behalf of
tha comparty, or to inlervensa in any proceedings to which the company is a party, for the purposa of taking responsibility on
benalf of the company for all or part of those procaedings.

No proceedings have been brought or intervenad in on behatf of the company with leave of the Court under saction 237 of the
Corporation Act 2001.

Non-audit services

The company may decide to employ the auditor on assignments additional o their statutery audit duties where the auditor's
expertise and expenencs with the company and/or the Group are imporiant.

Details of the amount pald or payable to the auditor (PKF Charlerad Accourtants) for audit and non-sudit services provided
during the year ara set oul belnw.

The Board of directors has considered the position and, in accordance with the advice received from the audit commitiee, is

salisfied that the provision of the non-audit services is compatible with the general stendard of Indepentence for auditors

imposed by the Gorporations Act 2007 for the following reasons:

. All nop-audit senvicas have been review by the audit committee to ensure they do not impact the impartiality and
cbjectivily of the auditor,

16
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. None of the services undermine the general principles relating to auditer independence as set out in Profassional
Statement F 1, including reviewing or auditing the auditor's own work, acting in 2 management or a decision-making
capacity for the company, acting as advocate for the company or jointty sharieg economic risk and rewards.

During the year the foliowing fees were paid or payable for services provided by the auditor of the parent entity, is related
practices and non-related audit firme:

2006 2005
$ s

ABIUrance services
1 Audit services
PKF Chartered Accountant Austratian firm:

Audit and review of finandal reparls and other audit work under the 58,650 26,000

Corporalions Act 2001
Total remuneration for audil services 58,660 24,000
2 Other assurance sarvices
PKF Chartered Accoontant Austratian firm:

Independent accountant’s report and due diligence for IPO - 45,000
Total ramuneration for other assurance services - 45,000
Total remunaration for assurance services 58,650 71,000

Auditor's independence declaration
A copy of the auditor's declaration under Sectiort 307C In refation to the audi for the period ended 30 Jung 2008 is attached.
Auditor

PXF Chartered Accountants continues in office in accordance with section 327 of the Corporations Act 2001,

This repart is made in accordance with a resolution of the directors

M.l f oocen

Mr. Michael Spooner

Chairman
13 September 2006

Melbourne

17




Chartered Accountanis
& Business Advisers

AUDITOR'S INDEPENDENCE DECLARATION
TO THE DIRECTORS OF MESOBLAST LIMITED

As lead engagement partner for the audit of Mesoblast Limited for the year ended 30 June
2006 1 declare that, to the best of my knowledge and belief, there have been:

(i) no contraventions of the independence requirements of the Corporations Act in relation
to the audit; and

(ii) no contraventions of any applicable code of professional conduct in relation to the audit.

VG L/~

PKF R A Dean
Chartered Accountants Partner

13 September 2006
Melbourne

Tel: +61 39603 1700 | Fax: +61 3 9602 3870 | www.pkicomay

Victorian Parthership § ARBN 56 5237914 403

Level 11, CGU Tower § 485 La Trobe Street | Melbourae | Vietoris 3000 | Austalia
GPO Box 5099 1 Melbourne | Victosia 3001
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INCOME STATEMENT
FOR THE YEAR ENDED 30 JUNE 2006

Note 30 June 30 June
2008 2005
$ $

Revenues from continuing operations 2a 2,821,758 502,885
Expenses from continuing operations

Research & Development (5,358,277) (491,774)

Maragement & Administration (2,477.053) (676,321)

Employaa banefits expense (1.570.514) {321.333)

Interest costs {110,092) {(107,117)

Share of losses of Equity accounted associates (1,804, 4D9)  (376.,709)
Total expenses from continuing operations 2hb (11,120,345 (1,973,254)
Profi/{Loss) bafore income tax axpense (8,208,587) (1,470.369)
Income tax (expense)/benefit 3 - -
Loss after related income tax expensze from continuing operations (8,268,587 (1,470,369)
Loss attributable to members of the company (8,298,587) (1,470,369)
Earings par share:
Basic eamings per share - from continuing operations 5 {B.87¢) (2.08¢)
Bas!c diluled earnings per share - from continuing operations 5 (8.87¢) (2.06¢)

The accompanying noles form part of these financial statements,

19




MESOBLAST LIMITED
ABN 68 109 431 870

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 30 JUNE 2006

Share Option  Accumulated

NOTE issued Capital Reserve Losues Total
§ § $ 5

Opening Balance - -

{saued capitat 12 20,667,608 . - 20,667,608
Loas for the year - B (1.470,3G8) (1,470,369}
Cost of share based paymeant - 65,517 65,517
At 30 June 2005 20,667,608 65,517 (1,470.368) 19,262,756
As of 1 July 2005 20,867,608 65,517 (1,470,368} 19,262,756
Loss for the year - - (B,268,587) (8,298,587}
Cost of share based payment - 1,000,876 - 1,000,876
At 30 June 2006 20,667,608 1,066,393 (9,768,956) 11,965,045

The accompanying noles form part of these financial statements.
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CURRENT ASSETS

Cash & cash equivalents
Trade & other Receivables
TOTAL CURRENT ASSETS
NON-CURRENT ASSETS
Property, plant and equipment

MESOBLAST LIMITED
ABN 68 109 431 870
BALANCE SHEEY
AS AT 30 JUNE 2006

Note

Investment in Angiaplast Systems Ine. (accounied for using

equily method)

Intangible assets

TOTAL NON-CURRENT ASSETS
TOTAL ASSETS

CURRENT LIABILITIES

Trade and other payables
Deferred purchase consideration
TOTAL CURRENT LIABILITIES
TOTAL LIABILITIES

NET ASSETS

EQuUITY

Issued capilal

Resarves

Accurnulated losses

TOTAL EQUITY

10

1

12

The accompanying noles form part of these financial statements,
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30 June 30 June
2006 2065
$ $
7,854,843 15,093 B34
184,470 232,275
8,039,313 15,326,309
37,805 28,238
7501873 5408082
805,624 705,395
8,345,202 6,139,715
16,384,515 21,465.524
4,419,470 313,160
- 1,389,908
4418470 2,203,068
4,419,470 2,203,068
11,865,045 19,262,756
20,667,608 20,667,608
1,068 393 65517
(9,788,956) (1,470,368)
11,865,045 19,262,758
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CASH FLOW STATEMENT
FOR THE YEAR ENDED 30 JUNE 2006

30 June 30 June
2008 2005
Note $ $
CASH FLOWS FROM CPERATING ACTIVITIES
Payments to suppliers and employees (5.885,928) (1,107,697}
Govarnment grants & other income received 1,888,938 -
R & D tax refund 345,638 -
Intevest recaived 857 487 502 885
Net cash used in operating activities 13 (B) {3,183,863) i604,812)
CASH FLOWS FROM INVESTING ACTIVITIES
Investment in fixed assets (18,920} {31.734)
Investmant in patents & licenses (134,560) (720,879)
Invesiment in equily accounted assoclate {4,000,000)  (4,000,000)
Loan to other assotiale company a8 352 {186,239)
Others - {30,110)
Net cash usad in investing activities (4,055,128) (4,668,062)
CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from issue of shares - 22,662,400
Cost of PO - {1,894,752)
Net cash provided by financing activities - 20667 808
Net Increase in cash and cash equivalents (7,235,991} 15,093,834
Cash & cach equivalant at beginning of year 15,083,834 -
Cash & cash equivatant at end of year 13 (&) 7,854,843 15,093,834

The accompanying notes form part of these financial statements




MESOBLAST LIMITED
ABN €8 103 431 870

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

INTRODUCTION

The financial reporl covers Mescblast Limited ("Mesoblast”) a company limited by shares whose sharas ara publicty traded on
the Austraian stock axchange. Mesoblast is incorporated and domiciled in Australia and its registered office is Level 2/517
Flinders Lang, Malbourne and its principie place of businees is leval 39, 55 Collins St , Melbourne.

The principal activity of the economic entily during the financlal year was associated with the commercialisation of unique
intelloctual properly associated with the isolation, culture and scate-up of aduit stem calls referred to a8 Mesenchymal Pracursor
Cells (*"MPC™). The financial statements are presenied in Australian dollars.

The financiat report was authorised for issie by the Board of Directors of Mesoblast on the date shown on the Declaration by
the Board of Diractors attachad ta the Financial Statemantis.

1. STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

The significant policies which have been adopted in the preparation of these financial staterments are:

(a)

{b)

(e

{d)

Basis of Preparation

The financial report Is a general purpose financiat report which has been prepared in accordance with the
Carporations Act 2001, Agcounting Standards and Urgent Issue Group Intarpretations, and complies with other
requirements ¢f the law. Accounting Standards Indude Auvstralian equlvalents lo Internallonal Financial
reporting Standards {"A-IFRS"}.

The financiat report has been prepared on the basis of historical cost, except for the revaluation of certain non-
current assets and lnancial instruments. Cost is based on the fair values of the consideration given in exchange
for assets.

The actounting policies have been consistently applied and, except where there is a change in accounting
paticy, are consistent with those of the previous year.

Statement of compliance

The financial report complies with Australian Accounfing Standards, which include Australian equivalents fo
Intarnationat Financial Reporfing Standards (‘AIFRS"). Compliance with AIFRS ensures that the financial report,
comprising the financial statements and noles therete, complies with Intemational Financial Reporting
Standards ('IFRS').

This is tha first financia! report prepared based on AIFRS and comparatives for the year ended 30 Junoe 2005
have been restated accordingly. Reconciliations of AIFRS equity and profit for 30 June 2005 to the balances
reported in the 30 June 2005 financial report are detailed in Note 26 below. Recondliations and descriptions of
the effect of transition from previous AGAAP to AIFRS on the company's equity and its net income are given in
note 22.

Significant Judgemants and Key Assumptions

No significant judgements have been made in applylng accounting policies that have a significant effect on the
amounts recognised in the financial statements.

No kKey assumptions have baen made cencerning tha future and there are no other key sourcas of estimation
uncertainty at the balance date that the Directors consider have a significant risk of ¢causing a material
adjustment to the carrying amounts of asgets and labilities within the next financial year.

Govermmant grants

Grants from the government are recegnised at thelr fair vaiue where there is a reasonable assurance that the
grant will be received and the Company will comply with all attached conditions.

Governmant grant related expenses are recogrized in the income statement over the perlod necessary fo
match them on a systematic basis with the costs that they are intendad to compensate.
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Government grant relating fo the purchase of property, plant and equipment are included in non-curent
liabilities as deferred Income and are credited to the incoma statemant on a straight line basis over the expected
lives of the related assets.

{e)  Property, Plant and Equipment

The purchase mathed of accounting is used for all acquisitions of assets. Cost is maeasured as the fair valus of
the assets given up, shares issuad or liabilibes underaken at the date of acquisifion plus incidental costs
directly attributable to the acquisition.

Property, plant and aquipment, cther than Freghold land, are depreciated over their estimated useful lives using
the slraight line meshod. The expected usaful Bfe for plant and equipmant is 5 years. Profits and losses on
disposal of plant ard eguipmert are taken Into acecount in determining the profit for the year.

The carrying values of plant and equipment are reviewed for impairment at each reporting date with recoverable
amount being estimated when events or changes in dreumstances indicate {hat the carrying value may be
impaired.

Impairment exists when the camying value of an asset or cash-generating unils exceeds its estimated
recoverable amount. The asset or cash-generating unit is then written down to its recoverable amount.

Impairment osses are recognised in the income statemernt.
if) Cash and Cash Equivalents

Gash and short-term deposits in the balance sheat comprisa cash at bank and in hand and short-term deposits
with an insignificant risk of change in value. For the purposes of the Cash Flow Stalement, cash and cash
equivatents consist of cash and cash equivalents as defined above, net of outstanding bank overdrafts.

[(:]] Trade and Other Recelvabies

Trade receivables and other receivables represent the principal amounts due at balance data less, where
applicable, any provision for doubtful debis. An estmate for doubtful debts is made when collection of the full

amourt is no longer probable. Debts which are known to be uncoliectible are written off. All frade recelvables

and other receivables are racogrised at the ameounts receivable as they are dus for settlement within GO days.

{h) Rasearch and Davelopment Costs

Research and development expenditure i3 expensed as incurred except to the exent that its future
recoverability can reasonably be regarded ag assured, in which case it is deferrad and amortised on a straight
fine basis over the period in which the relatad benefits are expedcted to be redlised.

The carrying valus of development cost is reviewed for impairment annualty when the asset Is not yel in use or
when an indicator of impairment arises during the reporting ygar indicating that the carrying value may not be
recoverable,

(B Trade and Other Payshblos

Payables represent the pringipal amounts outstanding at balance date plus, whare appiicable, any accrued
interest. Llabilities for payables and other amounts are carrigd at cost which approximates fair value of the
considaration to be paid in the future for goods and services received, whether or not biled. The amounts are
unsecured and are usually paid within 30 days of recognition.

) Income Taxes

Income taxes are accountad for using the comprehensive balance sheet liability method whereby:

* the tax conseguences of recovanng {setting) all assets iabillties) are refiected in the financial statements;

= current and defarrad tax is recognised as income or expense except to the extert that the tax relates to
equity items or to a business combination;

s adeferred tax asset it racognised to the exfent that it is probabla that futere taxable profit will be available
to realise the assat;

= dolerred tax assets and liabilities are measured at the tax rates that are expected to apply to the period
when the asset is realised or the liability setiled.
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{K

{m)

{n)

(o)

1)

Transaction Costs on the Issue of Equity Instruments

Transaction costs arising on the issue of equity instruments are recognised diractly in equity as a reduction of
the proceeds of the equity instruments to which the costs relate.  Transaction costs are the costs thal are
incurred directly in connection with the issug of those equity Instruments and which would not have been
incurred had those instruments not been issued.

Goods and Services Tax {GST)

Revenues, expenses and assets are rocognisad net of the amount of GST except where the GST incurrad on a
purchase of goods and eervices is not recoverable from the taxation authority, in which case the GST is
recognised as part of the cost of acquisition of the asset or as part of tha axpenze.

Recaivables and payables are stated with the amount of GST included.

The net amount of GST recovarable from, or payable to, the taxation authonty is inchided as part of receivables
or payablas in the Balance Sheet.

Cash flows ara includad in the Cash Flows Statement on a gross basis and the GST companent of cash flows
arising from investing and financing acthvties, which is recoverable from, or payable to, the taxation authority,
are classified as operating cash flows.

Impairment of assots

At each reporting date, the consolidaled enlity reviews the carrying amounts of its tangible and intangible
assats to determine whether there is any indication that those assets have sulfered an impairmant (oss. If any
such indication exists, the recoverabls amount of the asset is astimated in onder to determing the extent of the
impairment loss (if any). Where the asset does not ganerate cash flows that are independent from other assets,
the consolidated entity estimates the recovarable amount of the cash-generating unit to which the asset
belangs.

Goodwill, intangible assets with indefinite useful Bves and intangibles assets not yet available for use are tested
for Impainment annually and wherever there is an indication that the assets may be impaired. An impaimant of
gaodwill is not subsequently reversed.

Translation of Fereiyn Currency Transactions

Foreign currency transactions are franslated to Australian currency at the rates of exchange ruling at the dates
of the transactions. Monetary assets amd fiabilities denominated in forgign currencies are franslated at the rates
of axchange rufing at balance date.

Exchange differences relating to monetary assets and labilities denominated in foreign currencies are brought
to account as exchanga gains or losses in the Income Staiement in the financial year In which tha axchange
rates change except for qualifying assets and hedge transactions.

Intangible Assels

Patents and Licences

This comprises of Odhapaedic Licence, Infeflectual Properlies and Registered Pafents and is recorded at cost.
The camying value of these licences are amortised, using straight-line method, ower a useful lfe of 25 years,
being the estimated period of time during which bensfits will be derivad from their use In operations,

[nvgstment in Associate

The financial statements of the associate are used by the Company to apply the equity method. The reparfing
dates of the associale and the Company are idenlical and both use consistent account policies.

The investrment In the associate is camied in the balance sheet a cost plus post-acquisition changes in the
Company's share of net assets of the assediate, less any impairment in value. The income statement reflects
the Company's shase of the results of oparations of the assodiate.

Where there has been a change racognised dirgctly in the assoclate’s equily, the Company recognised its
share of any change and disclose this, when applicable in tha statemant of changes in aquity.
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The carrying amount of invesiment in associate is assessed annually whether there is any indication that asset
may be impaired. Where an indicator of impairment exists, the Company makes formal estimate of recoverable
amount. Where the canying amount of {he asset exceads its recoverable amount the asset is considered
impaired and is written down to ils recoverable amount,

{q) Earnings pershare

(1} Basic earnings per share
Basic eamings per share s calculated by dividing the profit attributable to equity holdars of the company,
excluding any costs of servicing equily other than ordinary shares, by the weighted average number of
ordinary shares outstanding during the financial year, adjusted for bonus glemants in ordinary shares issuod
during the year.

(i) Diluted earnings per share
Diluted earning per share adjusts the figures used in the determination of basic earings per share to take
imo account the after income tax effect of interest and other financing costs assoclated with dilutive
potential ordinary shares and the weighted average number of ghares assumed to have been issuad for no
consideration in relation to dilutive pofontial ordinary shares

in Changes In Accounting Policies

The consclidated entity changed its accounting policies on 1 July 2005 to comply with AIFRS. The transition to
AIFRS is accounted for in accordance with Accounting Standard AASB 1 “First-time Adoplion of Australian
Equivalents to International Financial Reporting Standards”, with t July 2004 as the date of transiion. An
explanation of how the fransition from superseded policies to AIFRS has affected the company's and
consolidated entity's batance shaet, income statement and cash flows is discussed in note 22.

{8} Comparative Figures
Comparatives have been reclassified so as to be consistent with the figures presented in the current year.
Ausiralian equivalents fo international Financiat Reporting Standards have been appled to all current and
comparative figures consistently,

Comparative figures being for the period to 30 June 2005 were for the 6.5 months subseguant to the company’s l
public listing on 16 December 2004,

[1i] New and Ravised Accounting Standards and Interpretations
Mescblast Limited has adopted all of the new and revised Actounting Standards and Inlerpretations issued by

tne Australian Accounting Standards Board (AASB) that are relevant to its oparations and effective for annuat
reporting periods beginning on 1 July 2005

The directors have given dug consideration to new and revised standards and interpratations issued by the
AASB that are not yet effective and do not believe they will have any matenial financial impact on the financial
sialements of the Company.
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30 June 30 June
NOTE 2: REVENUE AND EXPENSES FROM CONTINUING 2008 2008
OPERATIONS HNote $ $
{a) Revenue
Commercial Ready Government Grant recgived 1,854,048 -
inferest received - Bank deposits 557.487 502,885
R & D tax offsat 345.638 -
Other income 27,712 -
Foreign exchange gain on US Dollar deposit 36,873 -
Tolal Revenue from continuing operations 2,821,758 502,885
{b) Expenses
Employee Banefit Expenses
Salary and employee benefil expenses 930,767 232,418
Defined contribution superannuation expenses 68,854 23.400
Expenses of share based payments 571,093 85.517
Total Employee Banefit Expenses 1,570,514 321,333
Deprediation and amortization of non-current assets:
Plant 2nd equpment 9,253 3.496
License and registerad patents 34,331 15,484
Total depreciation and amortizalion 43,584 18,980
NOTE 3: INCOME TAX EXPENSE
The prima facie tax on loss from ordinary activilies after tax is reconciled to the income
fax as follows:
Prima facie tax benefit on aperating loss from ordinary activities
before income tax at 30% (2,489,576) (455,142)
Add: Non-deductible equily accounting loss 871,580 148,699
1,617,890 308,443
Future income tax benafit not booked 1.617.890 308,443

Income tax expense attributable to profil from ordinary aclivities
before income tax - -

Potential deferred tax asset of $1,826,433 calculatad at 30% for the company attributable to tax losses cartied forward have not
baen brought to account at 30 June 2006 because the directors do nol beligve it is appropriate to regard realisation of these
fulure income tax benefits as virtuatly certain.

These benefits will only be obtained if:

(i) the entities deriva future assessabla income of a nature and of an amount sufficient to enable the benefits from the
deduction for losses to be realised.

(i) the entifies continue to comply with the conditions for deductitility imposad by the law; and no changes in tax legislation
advarsely affect the entities in reallsing the relevant benefits from deduction for the lossas; and.

(i) no changes in tax legislation adversely affect the entities in realising the relevant benefits from deduction for the losses
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NOTE 4: REMUNERATION OF AUDITORS

30 June 30 June
2008 2005
Note s $

(a) Assurance services
Audit services
PKF Australian Firm

audit and review of financial reports and other audit work under the

Corporalions Act 2001 58,650 28,000
{b) Advisoery services
PKF Australian Finm

Advise on capital raising - 45,000

58,650 71,000

NOTE 5: EARKNINGS PER SHARE
Net loss used in calcuating basic eamings per share: 8,298 587 1,470,369
Net loss used in calcutating diluted earnings per share: 8,298 587 1,470,368

Number of Number of
Shares Shares

Weighted average number of ordinary shares used in calculating basle
eamings per share 93,510,000 71,540,548
Dilutive potertial ordinary shares .

Weighted average number of ordinary shares and polential ordinary shares
used in caleulating diluted eamings per share 93,510,000 71,540,548

Note: As at 30 June 2006 the company had issued options over unissued capital, rafer
to note 12b. As the exarcise of these options would decrease basic [oss per share,
these options are not considered dilutive

As dis¢ussed in Note 20, since balance date 25,882,800 ordinary shares have been
issued.
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30 June 30 June
2008 2005
NOTE 6: CASH AND CASH EQUIVALENTS 3 $
Cash at bank 188,513 131,741
Deposit at call 3,853,560 14,962,083
Term deposit 3,812,770 -
Totat 7,854,843 15,093,834
NOTE 7: TRADE AND OTHER RECEIVABLES
CURRENT
Loan to Angioblast B7.887 186,239
Other dabtars - 14,321
Prepaymant 98,563 31718
Total 184,470 232,275
NOTE 8: PROPERTY, PLANT AKD EQUIPMENT
Plart and gquipment
At cost 50,654 31,734
Accumulated depreciation {12,749 {3,466)
Net Plart and Equipment 37.805 28,238
Movetents in the carrying amounts for each class of property, plant and equipment
batwean the beginning and tha and of tha current financial year
Balance at the beginning of year 28,238 -
Additions 18,920 31,734
Deprediation expense {9.253) {3,498)
Carrying amount at the end of yaar 37,905 28,238
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NOTE 9: INVESTMENT IN ASSOCIATES
(a} Camrying amounts

Information relating 1o associates is set out balow.

Country of
Incorpo- Principal
Name of Entity ration Activity Ownership Interest Carrying Amount
30 June 30 Jure 30 Juns 30 June
2008 2009 2008 2005
$ $

Angioblast Systems
Inc UsA Stem cell research 33.3% 333% 7.501,673 5,406 082
{b) Movement in carrying amounts
Carrying at the beginning of the financial year 5,408,032 -
Additional investrment 4,000,000 5,782,791
Share of logs {1,904, 409) {376,700)
Carrying armount at the end of the financial year 7,501,673 5 406,082

The following information has been extracted from Angicblast audited repart:

Summarised financlal information of associates;

Currrent assets 1,260,905 2,680,087
Non-current assats 319,695 207,075
1,570,600 2,887,142
Current Habilifles {691,805) (234,142)
Non-current abifities {47,921} {106,241
{739,726) (340.383)
Net assots 830,874 2,548,750
Revanua £9,766 30,048
Exponsas 5‘785992 1'1 80,173
Nt loss {5,713,226) (1,130,127)
Share of associates” loss
Share of 1oss before income 1ax (= 32.3% share of loss) {1.901,771) (378,709)
Income tax expense {2,638) -
Share of associate's loss {1,904,409) (376,709)

The Directors have made an assessment of the value of this investment In the accounts, reviewing the results to date against
the origina! milestones and workplans and having considered current market condilions and are comfortable to continue to carry
it al equity accounted cost. It should be noted thal this value is tolally dependent on its research and development and
subseqguent commercialization. The Directors are of the view that the investment in Angioblast Systems Inc, is not Impaired at
balance date.

The contingent liabilities of the associate are disclosed in Note 14 {¢)
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30 June 30 June

NOTE 10: INTANGIBLE ASSETS 2008 2005

$ $
imeliactual property establishment and licenses al cost 855.439 720,879
Less: Accumulated amortization {49,815) (15.484)

805,624 705,395
NOTE 11: TRADE AND OTHER PAYABLES
CURRENT
Trada creditors 2,240470 206,160
Accruals and Other Creditors 2,178,000 107,000

4419470 313,160

Deferred purchase consideration in Angioblast - 1,888,908

4,418,470 2,203,068

Note 12: CONTRIBUTED EQUITY

a Movements in contributed equity during the year were as follows. -

30 June 30 June 30 Junn 30 June
2006 2008 2005 2006
) No. of No. of
Issued Shares Shares $ Shares $
At the beginning of the raporting period 83,510,060 20687808 - -
44,000,000 ordinary eharas issuad an incorporation: at 0.0t
cent per sharg - - 44,000,000 4,400
2,790,000 ordinary shargs at 20 cents per share for
acquisition of Qrthopaedic Licence - . 2,780,000 558,000
4,720,000 fully pald preference shares which corverted to
ordinary shares on cornpletion of ASX fisting issued at 23.3
cents per share - . 4,720,000 1,100,000
42,000,000 fully paid ordinary shares to the public at 50 cents
per shares - - 42,000,000 21,000,000
Transaction costs arising on issua of shares - - {1,994,792)
At end of the reporting period 83,510,000 20,667,608 83,510,060 20,667,608

Effective from 3 July 1998, the Corporalions legislation in place abolished the concapt of authorized capital and par vajue.
Accordingly the company doas not have authorized capital nor par value in respact of its issued shares.
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b Share options over ordinary shares

30 June 30 June
2006 2005
No. No.
Balance at beginning of the year 5,660,000 -
Geanted during the ysar 2,140,000 5,660,000
Exertisod during the year - -
Lapsed during the year - -
Balance at end of the yaar 7,800,000 5,660,000
Oplion - Sanes Number Vesting date Expiry date Exercise prica
$
Gran_l_ecl 16 December 2004 80,000 16/12/2005 16/12/2006 (.60
Granted 16 December 2004 80,000 16/12/2006 16/12/2007 0.80
Granted 26 October 2004 400,000 16/12/2007 301242007 0.55
Granted 16 December 2004 780,000 16/12/2008 16/12/2008 (.60
Granted 28 September 2004 4,320,000 29/09/2005 28/06/2009 0.58
Granted 25 August 2005 350,000 31/12/2005 31/1212008 0.85
Granted 25 August 2005 350,000 30/06/2006 30/06/2009 0.65
Granted 23 February 2008 10,000 01/04/2006 01/04/2007 0.80
Granted 23 February 2008 10,000 D1/04/2007 01/04/2008 0.80
Granted 23 February 2008 10,000 01/04/2008 01/G4/2009 0.60
Granted 23 February 2006 00,000 £ 1/04/20086 01/04,/2007 0.65
Granted 23 February 2008 150,000 J0/06/2005 01/04/2007 0.85
Granted 23 February 2006 200,000 30/06/20086 30/08/2007 0.85
Granted 23 February 2006 150,000 23/02/2008 23/02/2009 0.70
Granted 23 February 2006 150,000 14/02/2007 14022010 0.70
Granted 23 February 2006 150.0C0 30/06/2007 01/04/2008 1.20
Granted 23 February 2006 200,000 30/06/2007 30082008 1.20
Granted 23 February 2006 150.000 A0/06/2008 0140412009 1.20
Granted 23 February 2006 200,000 30/06/2008 30/0672009 1.20
7.800.,000

Ordinary shares participate in dividends and the proceeds on winding up of the company in equal preportion to the
number of shares held.

At sharsholders meetings each ordinary share is entitlad 1o one vote when a poli is called, otherwise each sharaholder
has one vote on a show of hands.
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NOTE 13: CASH FLOW INFORMATION

a. Reconciliation of Cash

Cash at bank 168,513 131,741
Depasit at call 3,853,550 14,862,093
Term deposits 3,812,770 -

7,854,843 15,093,834

b. Reconciliation of Cash Flow used in Operations with Loss after Income

Tax

Loss from ordinary aclivilies {B.298,587) (1,470,369)
ADD BACK = Non Cash Movements: -

Depreciation and amortisation 43 584 18,880
Non cash interest 110,092 107,117
Equity setiied share based payment 1,000,876 65,517
Equity accountad losses ~ Angioblast 1,904,409 376,708
Increase in provisions 72,000
(Increase)/decrease in trade and viher receivables {50,547) -
Increase/{decrease) in trade crediters and acoruails 2,034,310 297 234
Cash flows used in operations (3,183,863 {604,812)

NOTE 14: COMMITMENTS AND CONTINGENCIES
a. Conlingent liabilities

Meschlast wil be required to make a2 milestone payment to Madvat of US$250,000 on complation of Phase Il (human)
clinical trials and US$350,000 en FDA marketing approvat.

Mesoblast will pay Medvet a commercial arm's length royalty based on net sales by Mesoblast of licensed products each
quarler.

b. Capital Expenditure Cornmitments
There was no capital expenditure contracted for at balance date but not provided for in the accounts.
¢. Contingerd liabilities of Angioblast in relation 1o Medvet.

The contingent liabilifies described below represent 100 per cent of the conlingant obligations of Angioblast. By way of its
equity interest, Mesoblast has a 33.3 percent interest in these contingent liabllities. Maesoblast is not liable for these
contingent liabilities.

Angloblast has agreed fo pay consideration for certain intellectual properfy assels assigned to it by Madvet on the basis of
future mileslones being reached. These milestones wilk not be reached as part of the current development program which
envisages funding through to IND approvals. They represent paymants on successfu! completion of subseguent dinical
milestones. If afl mtilestones ware to be reachad these paymants total US$2,150,000. In addition royalties at 2.5% of net
sales with stiputated minimum annual royalties scating up frem US$100,000 to US$500,000 over 5 years exist.
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NOTE 15: RELATED PARTY TRANSACTIONS

Accounts recelvable from Angiotlast Systems Inc. is disciosed In Note 8. Transactions that occurred during the financial year
batween Mescblast and Angioblast are at arms kength and settled on a monthly basis.

Hollingsworth & Co Pty Lid being a company owned by Kevin Hollingsworth is confracted to provide accounting services o
Mesoblasl Lig. The fees for this service were $41,250 for the year ended 30 June 2006.

There are na other related party between the disdosing entity; and any of the specified directors and spacified exacutives.

Diractors and other key management persennel Options and shareholdings

Options
Granted as Total Total
Balance Remun-  Oplions Balance  Vested Total  Unexercis-
1.7.05 eration Exercised 30.6.08 30.8.06 Exercisable able
Directors
Silviu Hescu - b - - - - -
Byron MeAdlister 150,000 - 150,000 - - 150,000
Donal O'Dwyer 150,000 - 150,000 - - 150,000
Michae!l Spooner 400,000 700,000 - 1,100,000 700000 700,000 400,000

Other Key Management

Personnel

Paul Rennia 240,000 450000 - 690,000 80,000 80.,00C 810,000
Kevin Hollingsworin - - - . - - -
Total 940,000 1,150.000 « 2,080,000 780,000 780,000 1,310,000

Shareholdings

Number of Shares held by Directors and Other Key Management Personnel or their Refated

Parties
Received as Options Net Change Balance
Balance 1.7.05 Remuneration Exarcised Ciher 30.0.08
Directors
Silviu tescu 43,120,000 - - - 43,120,000
Byron McAillister - - - - -
Donal OFDwyer - - - - -
Michael Spooner 200,000 - - - 200,000

Other Key Management Personnel

Pau! Rennig - - - - -
Kevin Hollingsworih - - - - -
Total 43,320,000 - - - 43,320,000
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NOTE 16: FINANCIAL INSTRUMENTS

Credit Risk Exposuras

The credit risk on financial assets axcluding investments, of the company which has been recognised in tha balance sheet, 1s
the carrying amount, net of the provigion for doubrtiut debts.

Intare Risk

The company's exposure to interast rate risk, which is the risk that a financial instrumant's value will fluchuate as a result of
changes in market interest rates and the effective weighted average interest rates on classes of financial assats and liabilites, is |

as follows:
2008
Note  Weighted Floating Fixed Non Total
Avarage Interest Interest Interest
Interest Baearing
Rate %
$ % $ 8
Financial Agsats
Cash assets 4,50 3,853,560 3.812,770 188,513 7,854,843
Receivables - - 87,887 B7.887
Equity accountad
investment . . 7501673 7501873
3,853,560 3,812,770 7,778,073 15444403
Interest Rato Risk
Financial
Liabilities
Payables - - 2,415 470 2419470
- - 2419470 4,419,470
2005
Note  Weighted Floating Fixed Non Total
Avgrage Interast Interast Intereat
Interest Bearing
Rata %
$ % $ $
Financial Assats
Cash assets 515 14,962,093 - 131,741 15,093,834
Recelvables - - 200,560 200,560
Equity accourthed
investment . . 5263793 5293703
14,962,093 - 56826,094 20,588,187
Interest Rate Risk
Financial
Liabilities
Payables - - 313,160 313,180
Deferred purchase
considaration 2.40 - 1,889,908 - 1,888,508
1,889,808 313,160 2,203,058

Al current balances malure within one year,; all non-currend balances mature in between one and five yaars.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2006

Net Fair Values
Net fair values of financial assets and Habilities approximate 1o their carrying vahue.

NOTE 17: PENDING LITIGATION
The company has no pending litigation as at the end of the financial year.

NOYE 16: SEGMENT INFORMATION

{p} Description of segments

Total

The company cperales in two business segments, being commercialisation ahd investment in research and development
companies.

Geographical segments
The company predominanily operates in one gengraphicaf asea, being Australia.
{b} Primary reporting format — businass sagments

Resegarch &

2006 Devalopmant Investmant Corporate Total
Revanue from continuing operations 2,199 686 - 594 361 2,794,047
RESULT

Segment result (4,162,511} - (2.231,866) (6,394.177)
Equity Accounted losses — Angiohlast 1,904,408 - {1,904,409)
Not profitf{Loss) after incomea tax expense (4,162,511} {1,904 400} {2.231,B66) (8,298.586)
Segrment Assats 805,624 7,501,673 8,077,218 18,364,515
Segment liabilities - - 4,419,470 4,419,470
Acquisition of property, plant and equipment

and intangible assels 127,803 2,207 880 9,687 2,345,350
Camrying value of investments accounted for

using the equity method - 7,501,673 - 752,613
Depraclation - - 9,253 9,253
Non-cash expenses other than depreciation 34,331 - - 34,331
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2008

Resaarch &

2008 Bevelopmant Investmant Corparate Total
Revenue from continuing operations - - 502 885 502,885
RESULT

Segment result (755,590} {112,289) {775438) (1.643.317)
Equity Accounted losses - Angioblast {376,708) [376,709)
Net profitt(Loss) after income tax expense (755,590} (488,888) [272,553) {1,517,141)
Segment Assets 705,385 5,293,783 15,354,347 21,353,535
Segment ilabilities - - 2,203,088 2,203,068
Acquisition of property, plant and equipment

and intangible assets 720,879 - 31,734 752,613
Carrying value of investments accounted for

using fhe equity method - 5.293,793 - 5,203,793
Depreciation - - 3,468 3,498
Non-gash expenses other than depreciation 15,484 - - 15,484

Segment information is prepared in corformity wilh the accounting poficies of the antity as disclosed in note 1 and accounting
standard AASB 114 Segmen! Reporiing

Segment revenues, expenses, assets and liabiliies are those that are directly attributable o a segment and the relevant portion
that can bo attocated to the segment on a reasonable basis. Segment assefs include all assets used by a segment and consist
primarily of operating cash, receivables, inventories, proparty, plant and equipment and goodwill and othar intangible assets, net
of related provisions. While most of these asseots can be direclly attributable to individual segments, the carrying amounts of
certain assets used jointly by segments are allocated based on reasonable estimates of usage. Segment liabliittes consist
primarily of trade and other creditors, employee benefits and provision for service warranties, Segment assets and liabilities do
not include income taxes.

NOTE19: EMPLOYEE EQUITY-BASED BENEFIT ARRANGEMENTS

The Company has adopted an Executive Share Option Plan to foster an ownership cutture within the Company and to motivate
sanior management and direcfors to achisve performance targets of the Company andior thsir respective business unils.
Selected senior managemant of the Company and the direclors are eligible to participate in the Plan at the absolute discretion
of the Campany's board of direclars, Excepl as ouflined in remuneration report no oplions or shares will bo issued under this
Plan to any directors without the prior approval of the Mesoblast shareholders.

The aggregate number of shares which may be issued pursuant o the Plan and all other share purchase plans shall not at any
time exceed 5% of the total number ¢f issued shares of the Company

The exercise period in relation lo an option means the period in which the option may be axercised and is epecified by tha
Board.

The options are granted under the plan for no consideration.

The exercise price is the greater of $0.20 and in relation to an option granted on or belora the date of tha offidal quotation of the
Company's shares. an amount per share that is 20% higher than the offer price of $0.50; and in relation to an option granted
afler the official quotation of the company's shares, the volume weighted market price of a share sold on tha ASX on the 5
frading days immediately before the date a partitipant was invited ta complate an application form retating fo the option, or any
other amount that is specified by the Board subject to any adjustment.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2008

The fair value of the options has been calculated using the Black-Scholes oplion pricing model.

The modal inputs for the valuation of 25 August 2005 included: -

options are granted for no conmsideration, have a three year life. with 50% vesting on 31 December 2005
(Tranche 1) and 50% vesting on 30 June 2006 (Tranche 2)

Exercise price - $0.65

Grant date: 25 Augusi 2005

Expiry date: Tranche 1 is 31 Decmber 2008 and Tranche 2 is 30 June 2009

Share price at grant date: $0.505

Expected price volatility of the company's shares: 56.57%

Expectad yield dividend: 0%

Risk-free interest rate: 5.085%

The modai inputs for the valuation of 23 February 2006 included: -

options are granted for no consideration, have a one to four year life with vasting dates from 23 February 2006 to
30 Jure 2008

Exercise prico : ranga from $0.60 to $1.20

Grant date: 23 February 2006

Expiry date: range from 30 June 2007 to 14 February 2010

Share price at granl date: $1.48

Expectad price volatility of the company’s shares: 55.%

Expected yleld dividend: D%

Risk-free interest rate: 5.18%

The tlosing share market price of an ordinary share of Mesoblast Limited on the Australian Stock Exchange at 30 June
2008 was $1.525

Balance Balance
at the Granted Exercised Explired atthe end  Exercisabile
Exercise start of during the  during during of the at the end
Grant date  Expiry date price the year  year the year the yaar  year of the year
Nurnber Number Number Number Number Number
16/12/2004  16/12/2006 060 B(,000 - - - 80,000 80,000
18122004 161212007 060 80.000 - - - 80,000
18M12/2004 161212008 0.80 780,000 - - - 780,000
25/08/2005 31/12i2008 065 - 350,000 - - 350,000 350,000
25/08/2005 30/06/2009 0.65 - 350,000 - - 350,000
23M22006  p1/04/2007 0.65 - 210,000 - - 210,000 210,000
230272006  01/04/2007 0.60 . 10,000 _ . 16,000 10,000
23/02/2008 01/04/2008 0.60 . 10,000 - - 10.000 -
230272008 01/04/2008 1.20 - 150,000 . . 150,000 -
230212008  p1/04/2009 0.50 - 10,000 - - 10,000 -
23/022006  p1/04/2009 1.20 - 150,000 - - 150,000 -
540000 1,240,000 - - 2180.000 650,000
Weighted average exercise price $0.6000 30.7819 $0.7034 $0.8431
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NOTE 20. EVENTS AFTER BALANCE SHEET DATE

Tha primary goai of the company al this tima of its public listing in December 2004 was to file 31 least one investigational New
Drug Application with the US Food and Drug Administration. This goal is 66t to be achieved in the 4" quarter 2006 some six or
more months ahead of schedula. Subject to FDA permission, the company will commence two Phasa [l Clinical Trials following
our IND submissions in tha 4" quarter of 2008. The company initiated a capitai raising subsequent to balance date to fund the
next stage of development beyond the company's current focus,. On 20 July 2006 the company announced that it had raised
$15 million by way of a Placement of 12 million shargs to institutional and sophisticated investors a1 $1.25 per share. In addition,
the company undertook a Share Purchase Plan (SPP) to enable our shareholders to acquire shares in the company for an
amount up to $5,000 per sharehoider at the same price offered under the Plcament. An amount of $2.2 milllon was raised
undar the SPP bringing the total capital raised to $17.2 million.

NOTE 21. SHARE-BASED PAYMENTS
(a) Consultants’ Options

During the year the Employee Option Plan has extended to some of the kay research consultants. A description of the plan
under which these options are granted in includad in Note 18.

Set out below are summaries of opticns granted to consultants under the plan:

Balance
Balance at Granted Exercise  Expired atthe Exercisable
Exercise  start of the during the  dduring  during end of at the end
Grantdate  Expirydate  price year year the year theyear theyear of the year

Number Number Number  Number  Number Number

23/02/2008  30/06/2007 0.85 - 200,000 - - 200,000 200,000
23/02/2006  30/06/2008 1.20 . 200,000 . - 200,000 -
23/02/2006  23/02/2009 0.70 . 150,000 - - 150,000 150,000
20/02/2008  30/06/2009 1.20 . 200,000 - - 200,000
23/02/2006  14/02/2010 ¢.70 . 150,000 . . 150,000

- 900,000 - - 800,000 350,000
Weighted average exercise price $0.9111 $0.9111 $0.6714

{b) Optians granted undor sharo purchaso plan pro IPQ

At the time of the IPO the Company provided Inifitat seed investors who subscribed for 4,720,000 fully paid preference shares,
4,320,000 options to acquire 4,320,000 ordinary shares at an exercise price of $0.55, which option if not exercised will lapse

Lodge Partners Ply Limited (or nominee), as underwniler to the Offer received in aggregate 400,000 options to acquire 400,000
ordinary snaras on the lerms sat out in 9.5(a) of the prospectus.

Set out below are opfions granted under the plan

Valua per Last
Vested Granied Option at Exercise  First exercise exercise
Number  Number GrantDate Grant Date prica date date
$ 3
Innitial seed investors 4,320,000 4,320,000 29/09/04 029 0.55 29/09/05 28/09/09
Untlerwriter 400,00C 400,000 26/10/04 0.29 0.55 16/12/04 20/12/07

Cplions granted carry no dividend or voling rights.
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NOTE 22. IMPACT OF ADOPTING AUSTRALIAN EQUIVALENTS TO IFRS

The Company has changed its actounting poticies an 1.July 2005 to comply with Austrafian Accounting Standards (AGAAP) to
Australian equivalent of Internationat Financial Reporting Standards (AMIFRS). The transition to AIFRS is accounted for in
accordance with Accounting Standard AASB 1 'First time Adoption of Australian Equivaients to Intemational Financial Reperting
Standard' with 1 July 2004 as the date of transition.

Set out below are the effect of on adopting of AIFRS and our best estimate of the quantilative impact of tha changes on total
equity as at the date of transition and 30 June 2005 and on the result for the period ended 30 June 2005.

Effact of
Current transition
Reconcillation of oquity at 30/06/2005 Note GAAP fo AIFRS AIFRS
ASSETS
CURRENT ASSETS
Cash and cash equivalents 15,093,834 - 15,083,834
Trade and other receivables 186,239 - 186,238
Other financial assets 46.036 - 46,036
Total curren? assets 15,326.109 - 15,326,108
NON-CURRENT ASSETS
Equity accounted investments 3 5,203,783 112,280 5,406,082
Property, plant and aquipment 28,238 - 28,238
Intangible assets 3 705.385 - 705,395
Total nan-current assets 5,027,426 112,280 6,139,715
TOTAL ASSETS 21,353,535 112,288 21,465,824
LIABILITIES
CURRENT LIABILITIES
Trade and other payables 313160 - 313,160
Amount dua to Angioblast 2 1,889.908 - 1,889,908
Tolat currant liabilities 2,203,068 - 2,203,068
TOTAL LIABILITIES 2,203,068 - 2,203,068
NET ASSETS 19,160,487 112,280 18,282,756
EQUITY
Equity aliributable to equity holders of tha parent
Contribuled Equity 20,667.608 - 20,687,608
Share option reserve 1 - 65,517 65,517
Accumulated Losses {1,517,141) 48772 (1,470,389}

TOTAL EQUITY 19,150,467 112,285 10 262,756




MESOBLAST LIMITED
ABN 68 109 431 870
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2008

NOTE 22. IMPACT OF ADOPTING AUSTRALIAN EQUIVALENTS TO IFRS

Notes to the reconciliation

{1) The fair value of the options granled fo employees was based on an independant valuation of thase options on 27 Oclober
2004 using the Black-Scholes model. Under AFIRS for the year ended 30 June 2005 the expense to be recorded in the
result was $65,517.

(2

—

This includes the present value of the $2 million payable in the first and second quarter of the following financial yaar. The
third tranche of $4 million was refeased for payment in quarlery tranches to Anglobiast when it met its ressarch milestones
as set out in the Stock Purchase Agreement. This payment was a contingent liability under the previous GAAP howaver
AASB 3 raquires that cost of combinations is contingent on a fulure event tha tost shall ba induded in tha cost of acquisition
when they are probable. As it was not possible 1o determine at 30 Jupe 2008 that this future avent was probable, this $4
million hag no effect under AIFRS. Prior to the end of the 30 June 2006 year tha future event has occurred and the
additional investment cast has bean racognised.

3

AIFRS prohibits goodwill amortisation therefore the goodwilf included in the equity accounted investmant currenily amortisad
in accordance with GAAP will ne longer be amortised.

Effect of
Current transition to
MNote GAAP AIFRS AIFRS
Retonciliation of loss for the period ended 30/06/2008
Revenue
imerest income 502 885 502 BES
Research and Development (755,590) - (755,590)
Admiristration 1 (668,321) {65,517) {733,838)
interest expenses (107,117} - {107,117)
Equity accountad lossas — share of Angioblast losses 3 (488,998) 112,289 {376,709)
Loss before income lax (1.517,141) 48,772 {1,470,369)
Incomae tax expenses - - -
toss for the period (1,517,141} 46,772 {1,470,389)
Net loss aftributable to members of the parent entity (1,517,141} 46,772 {1,470,369)
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DIRECTORS' DECLARATION

In accordance with a resolution of directors of Mesoblast Limited,
In tha opinion of the directors:

(a) the accompanying financial statements and riotes are in accordance with Corporations Act
2001 and comply with the accounting standards and give a true and [air view of the company's
financial position as at 30 June 2006 and of its performance for the year ended on that date.

(b} At the date of this declaration there are reasonable grounds to believe that the company will be
able to pay its debts as and when they become due and payable.

{c) The directors have been given the declarations by the Chief Execulive Officer and the Chief
Financial Officer required by Section 285 A,

Signed in accordance with a resolution of the Board of Directars

Y
K%{-Mf(/: Q.:.{f;/‘q‘% Cloceun

Mr Michael Spooner
Director

13 Saptember 2006

Melboume
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Chartered Accountants

& Business Advi
INDEPENDENT AUDIT REPORT usiness Advisers

TO MEMBERS OF MESOBLAST LIMITED
Scope
The financial report, remuneration disclosures and directors’ responsibifity

The financial report comprises the balance sheet, income statement, statement of changes in equity,
cash flow stalement, notes to the financial statements and the directors’ declaration for Mesoblast
Limited (the company) for the year ended 30 June 2006.

The company has disclosed information about the remuneration of key management personne
(“remuneration disclosures™), as required by Accounting Standard AASB 124 Related Party
Disclosures under the heading “remuneration report™ in pages 10 to 14 of the directors’ repont, as
permiited by the Corporations Regulations 2001.

The directors of the company are responsible for the preparation and true and fair presentation of the
financial report in accordance with the Corporations Act 2001. This includes responsibility for the
maintenance of adequate accounting records and intemnal controls that are designed to prevent and
detect fraud and error, and for the accounting policies and accounting estimates inherent in the
financial report. The directors are also responsible for the remuneration disclosures contained in the
directors' report.

Audlt Approach

We conducted an independent audit In order to express an opinion to the members of the company.
Our audit was conducted in accordance with Australian Auditing Standards, in order to provide
reaspnable assurance as o whether the financial report is free of material misstatement and the
remuneration disclosures comply with Accounting Standard AASE 124 and the Corporations
Regulations 2001. The nature of an audit is influenced by factors such as the use of professional
judgement, selective testing, the inherent limitations of internal control, and the availability of
persuasive rather than conclusive evidence. Therefore, an audit cannot guarantee that all material
misstatements have been detacted.

We performed procedures to assess whether in all material respects the financial report presents
faidy, In accordance with the Corporations Act 2001, including compliance with Accounting Standards
and other mandatory financial reporting requirements in Australia, a view which is consistent with our
understanding of the company's financial position, and of its performance as represented by the
results of its operations and cash flows and whether the remuneration disclosures comply with
Accounting Standard AASB 124 and the Corporations Regulations 2001.

We formad our audit opinion on the basis of these procedures, which included:

. examining, on a test basis, information to provide evidence supporting the amounts and
disclosures in the financial report and remuneration disclosures, and

. assessing the approprialeness of the accounting policies and disclosures used and the
reasonableness of significant accounting estimates made by the directors.

Tel: +61 3 9603 1700 | Fax: +81 3 9802 3870 | www.pkf.com.au

Victorian Parinership | ABN 56 527 914 493

Level 11, CGU Tower | 485 La Trobe Street | Melboumne | Victoria 3000 | Australia
GPO Box 5099 | Melbourna | Victoria 3001
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Chartered Accountants
& Business Advisers

INDEPENDENT AUDIT REPORT
TO MEMBERS OF MESOBLAST LIMITED (Cont'd)

Independenee

In conducting our audit, we followed applicable independence requirements of
Australian professional ethical pronouncements and the Corporations Act 2001,

Audit Opinion
In our opinion:
(n the financial report of Mesoblast Limited is in accordance with:

(a) the Corporations Act 2001, including:

(i)  giving a true and fair view of the company’s financial position as at
30 Junie 2006 and of its performance for the year ended on that date;
and

(i) complying with Accounting Standards in Australia and the
Corporations Regulations 2001; and

(b) other mandatory financial reporting requirements in Australia; and

(2) the remuneration disclosures that are contained in pages 10 to 13 of the
directors’ report comply with Accounting Standard AASB 124and the

Corporations Regulations 2001.

PKF R A Dean
Chartered Accountants Partner

13 September 2006
Melbourne
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FINANCIAL YEAR END RESULTS

CONTINUED FOCUS ON RAPID COMMERCIATION OF
ADULT STEM CELLS

Melbourne, Australia; 13 September 2006: Australian adult stem cell company, Mesoblast
Limited {ASX:MSB), today reported its resuits for the year ended 30 June 2006.

Executive Chairman, Mr Michael Spooner, said that Mesoblast had sufficient capital to maintain
a very strong momentum toward meeting a number of important commercial milestones,
specifically the early filing of Investigational New Drug (IND} submissions to the United States
Food and Drug Administration (US FDA) within the 4" quarter of 2006.

"At 30 June 2006, Mesocblast's cash position was $7.854 million. Together with $1.190 million
held by our sister company, Angioblast Systems Inc In the United States, total cash avaiiable
for the joint development of the companies’ adult stem cell technology was $9.044 million.

"The Board of Directors is confident that the company is extremely well positioned to continue
rapid progress in delivering on its stem cell technology. Our cash balance at the end of the
financial year was significantly boosted by a successful institutional capital raising in July and a
Share Purchase Plan in August which raised a total of $17.2 million. With these funds,

Mesoblast will continue to deliver on its technical and commercial milestones in a timely,
disciplined and strategic manner.

"The company's major achievements during the period include:

« Commencement of two clinical trials to test the safety of our patented Mesenchymal
Precursor Cells in a clinical setting and to finetune the company’s Standard Operating
Procedures for the collection, cell expansion and delivery of its stem cell technology

* Validation of the company’s business model to develop an ‘off the shelf’ cell-based
therapy.

» The conduct of a number of highly successful large animal studies to collect dgi% fo

IND submissions, particularly relating to spinal fusion and long bone fractures > =

E

T

| -1
» Good Manufacturing practice (GMP) compliant manufacturing [
e o
» Further strengthened and broadened the company’s intellectual property rights. ‘_“_“'-_fi .
ARSI
“Importantly during the period we: ",_-r'.. =
v

» Commenced FDA-focused preclinical trials for additional indications assoclated with the
treatment of osteoarthritis

+ Together with Angioblast entered Into collaborative agreements with two major
international medical companies,

il

e

~tman
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"Qur sister company, Angioblast, undertook a simllar and aggressive clinicat and preclinical
development program particularly focused upon the treatment of cardiovascular disease.

“The following results are in line with expectations and reflect significant achlievements
throughout the year. The rapid pace of delivery on milestones currently positions the
company at least several months ahead of our original schedule,

"Mesoblast's net loss for its first full year of operations to 30 June 2006 was $8.299 million.
This compares with a loss of $1.470 million for the 6.5-month period to 30 June 2005.

"Revenue during the period was $2.822 million (2005:$0.503). $0.557 million was recelved
by way of interest from interest bearing deposits (2005:$0.503 million). The company also
received $1.854 million {2005:Nif) through an Australian Government Commercial Ready
grant to develop new treatments for arthritis and other cartilage diseases.

Mesoblast's total operating expenses for the period were $11.120 million (2005:$1.973
million). Operating expenses included $5.358 million (2005:$0.492 million) in research and
development costs associated with clinical and preclinical trials. All R&D costs are written
off in the year in which they are incurred. Additionally, Mesoblast incurred Equity Accounted
Losses from its investment in Angioblast of $1.904 million (2005:$0.377 million).

"Significant cash movements during the peried included $4 million in milestone-linked
payments to Angioblast bringing total investment to 30 June 2006 of $8 million. These
payments are part of the company’s overall $10 miilion investment to acquire a 33,33%
interest in Angioblast and to jointly progress the company’'s adult stem cell technology
platform.

“We remain ahead of schedule and within budget. We eagerly await the filing of FDA IND

submissions Iin order to further accelerate our commercialisation program," Mr Spooner
said.

About Mesoblast

Mesablast Limited aims to bring its unigue low-cast, high margin celi therapy products to
global markets for the regeneration and repair of bone and cartilage. Mesoblast's
proprietary technology relates to the identification, extraction and culture of potent adult
Mesenchymal Precursor Cells (MPCs).

For further information, please visit www.mesoblast . com or contact:

Julie Meldrum

Corporate Communications Director

Mescblast Limited

T: 039639 6036 or 0419 228 128 (+61 3 9639 6036 or +61 419 228 128)
E: julie.meldrum@mesoblast.com

Levat 39, 55 Colling Street Malbourne Victoria 3000 AUSTRALIA t 481 39833 6035 I +61 3 0639 6030 www.meacblest.com ABN &8 100 431 870 ACN 109 421 870




Appendix 3B
L New issue announcement

Rute 2.7, 3.10.3, 31004, 3.10.5

Appendix 3B

New issue announcement,
application for quotation of additional securities
and agreement

Informarion or documents not availuble now riust be given to ASX as soon as wailable.  Information and
documents given (o ASN hecome ASX s property and may be made public.

Introdnced 17796, Origin: Appendia S. Amecoded 17798, 1999, 172000, 30792001, 1175:2002, 17172003,

Name of entity

Mesoblast Ltd

ADN
68 109 431 870

We (the entity) give ASX the following information.

Part 1 - All issues

You must complete the relevant sections (attach sheets if there is not enough space).

1 *Class of *securities issucd or to be | Ordinary Shares
issued

2 Number of Tsceuritics issued or lo | 93,333
be issued (if known) or maximum
number which may be {ssucd

53  Principal terms of the ‘sceurities | As per the Company’s Constitution being
(cg, if' options, exercise price and ordinarv shares

expiry date; if  partly  paid :
“securitics, the amount outstanding
and due daics for payment; if

“converlible securitics, the
conversion  price and dates  for
conversion)

+ See chapter 19 for defined tems.

1/1/2003 Appendix 3B Page )




Appendix 3B
New issue announcement

6

Do the *sceurities rank equally in all
respects from the date of allotment
with an existing *class of quoted
“securities?

If the additional sceutitics do not

runk equally, please state:

+ the date from which they do

o the extent to  which they
participate for the next dividend,
(in the <case of o tust,
distribution) or interest payment

e the extent to which they do not
rauk  cqually, other than  in
rclation to the next dividend,
distribution or intcrest payment

Issuc price or consideraiion

Purpose of the issue

{If issued as consideration for the
acquisition of asscls, clearly identify
those assets)

Dates of entering “securities into
uncertificated holdings or despatch
of cenificates

Number and  “*class  of  all
“securitics  quoted  on ASX
Uincluding the sccuritics in clause
2 if applicablc)

Yes

$0.65

93,333 shares issued on conversion of 93,333
options at $0.65 on exercise of
existing options granted by (he
company.

28 September 2006

Number *Class

60,696,133 Ordinary

+ Sce chupter 19 for defined terms.

Appendix 3B Page 2
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Appendix 3B
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Number 'Class
9 Number and  “class  of all | 46,790,000 Ordinary Shares
*sceuritics not quoted on ASX subject  to
(including the securitics in clause ASX
2 if applicable) restriction
agreements
7,706,667 Unlisted Options
10 Dividend policy (in the case of a
trust, distribution policy) on the
increased capital (intercsts)

Part 2 - Bonus issue or pro rata issue

1 Is  security  holder  approval | N/A
required?

12 Is the issue renounceable or non- | N/A
renounceable?

13 Ratio in which the *sceuritics will | N/A
be offered

14 *Class of “*securitics 1o which the | N/A
ofler relates

15 *Record  date  to  determine | N/A
entillements

16 Will holdings on difTerent registers | N/A
{or subregisters) be aggrepated for
calculating entitlements?

17 Policy for deciding entitiements in | N/A
relation fo fractions

18 Nzmes of countries in which the | N/A
entity has *sccurity holders who
will not be sent new  issue
documents

Note: Yecusity bobders mwust be lokd how their
entitfcoionts arc to be dealt with.

Crass reference: ke 7.7,

19 Closing date  for reccipt  of | N/A
fceceptances or renunciations

+ See chapter 19 for defined terms.
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20

26

29

30

]

Names of any underwriters

Amount of any underwriting fee or
commission

Names of any brokers (o the issue

Fee or commission payable to the
broker to the issuc

Amount  of any bandling fee
payable to brokers who lodge
acceplances o renunciations  on
behalf of *sceurity holders

If the issue is coutingent on
*security  holders’  approval, the
date of the mecling

Date  entitlement and  acceptance
form and prospectus or Product
Disclosure Statement will be seat to
persons entitled

H the eniity has issued options, and
the fcrms entitle option holders to
parlicipate on exercise, the date on
which notices will be sent to option
holders

Datc rights trading will begin (if
applicable}

Date rights irading will end (if
applicable)

How do *sccurity holders scll their
entitlements  ir full through a
broker?

How do *security holders sell part
of their entitlements through a
broker and accept for the balanee?

N/A

N/A

N/A

N/A

N/A

NiA

N/A

N/A

NiA

N/A

+ See chupter 19 for defined terms.

Appendix 3B Page 4

17172003




Appendix 3B
New issue announcement

32 How do ‘security holders dispose | N/A
of their enlitlements {except by sale
through a broker)?

e
(Y]

*Despateh dale N/A

Part 3 - Quotation of securities

You need only complete this section if vou ave applving for quotation of securities

34 Type of sceurities
(tick one)

(a) Securitics described in Part 1

X

(b) All other sceuritics

Esample; regnicted securitics g1 the end of the esconwed ponind, pastly paid seousities that becore fally paid, employec
incentive shae secuaitics whien restiiction ends, securivies issued on expiny of convetsion of convertible sceurities

Entities that have ticked box 34(a)

Additional securities forming a new class of securities

Tick to indicate you are providing the information or
documents

35 )f the *securities are ‘equity secorities, the names of ke 20 largest helders of the
additional “securities, and the number and percentage of additional “sceurities held by
those holders

36 D If the ‘sceuritics are *equily securilics, a distribution schedule of the additional
*securities sctting oul the number of holders in the categorics
! - Lo
1,001 - 5,000
5,001 - 10,000
14,001 - 100,000
100,001 and over

37 ‘:I A copy of any (rust decd for the additional * sceuritics

+ See chapter 19 for defined terms,
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Entities that have ticked box 34(b)

Rk} Number of sccuritics for which
“quotation is sought

39 Class ol ‘securities for  which
quotation is sought

40 Do the *securities rank equally in all
respects from the date of allotment
with an existing *class of quoted
“seeurities?

If the additional securities de not

rank cqually, pleasc state:

= the date from which they do

s ihe cxient 10 which they
participate for the next dividend,
(in  the e¢ase of a frust,
distribution) or inferest payment

e the extent to which they do not
rank equally, other than in
relalion lo the next dividend,
distribution or interest payment

41 Reason for request for quotation
now

Example: ta the case of resticted securitios, end of
restriaciion peetod

(if issued upon conversion of
another secarily, clearly identify that
other security)

Number *Class

42 Number and *class of ail *securitics
quoted on ASX  (Including  the
securities in clause 38)

+ See chapter 19 for defined ternns.
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Quotation agreement

[ *(Quotation of our additional “securities is in ASX’s absolute discretion. ASX may
quote the *securities on any conditions it decides.

[

We warrant the following to ASX.

. The issue of the *securities to be quoted complies with the law and is not for
an illegal purpose.

. There is no reason why those *securities should not be granted “quotation.

. An offer of the “securities for sale within 12 months after their issue will
not require disclosure under section 707(3) or section 1012C(6) of the
Corporations Act.

Note. An cutity ndy need o obtain appropriate warrantics fiom sebscribers for the seeueities in order to be shle to give
this warranty

. Section 724 or section 1016E of the Corporations Act does not apply to any
applications received by us in relation to any ‘securities to be quoted and
that no-one has any right to return any ‘securities 1o be quoted under
sections 737, 738 or 1016F of the Corporations Act at the time that we
request that the “securities be quoted.

. We warrant that if confirmation is required under section 1017F of the
Corporations Act in relation to the “securities to be quoted, it has been
provided at the time that we request that the *securities be quoted.

. If we are a trust, we warrant that no person has the right to return the
*securities to be quoted under section 1019B of the Corporations Act at the
time that we request that the *securities be quoted.

+ See chapter 19 for defined terms.
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3 We will indemnify ASX 1o the fullest extent permitted by law in respect of any
claim, action or expense arising from or connected with any breach of the warranties
in this agreement.

4 We give ASX the information and documents required by this form. If any
infarmation or document not available now, will give it to ASX before *quotation of
the “securitics begins. We acknowledge that ASX is relying on the information and
documents. We warrant that they are (will be) true and complete.

Sign here: wrriirirrrirensarensemsansennsnennneeneesnennenneenees. JLES 29 September 2006
{Company secretary)
Print name: Kevin Hollingsworth........cooivniiimninicnmrmers s

+ See chapter 19 for defined terms.
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